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Foreclosure Costs in New York 
By HORACE RUSSELL* 


\ \ .HEN mortgage institutions en- 
gage in home financing or in 
other lending operations it is 

unfortunate that defaults and fore- 

closures must be expected, but such is 
an inescapable fact. 

It is a desideratum that the mortgagor 
be properly protected in the event of 
foreclosure. Despite impressions in 
some quarters to the contrary, mortgage 
institutions are usually generous not 
only in their treatment of defaulting 
mortgagors but also in their willingness 
to give the mortgagor adequate legal 
protection from harshness and unfair 
dealing. 

In a study of foreclosures in New York 
it must therefore be borne in mind, 
first, that a proper procedure can and 
must provide full and adequate protec- 
tion of the mortgagor against any harsh 
or unjust procedure and, second, that 
sound and economical home financing 
requires and demands a procedure which 
not only protects the individuals in dis- 
tress confronted with foreclosure but 


* General Counsel, Federal Home Loan Bank Board, 
Washington, D. C. 


also encourages promotion of home 
ownership by encouraging liberal lend- 
ing policies. 

The present procedure for foreclosure 
of real estate mortgages in New York 
is sadly in need of change, for it is ex- 
ceedingly backward as compared with 
that of most of the other states. The 
average cost of foreclosure in the metro- 
politan counties is in the neighborhood 
of $400, and the average length of time 
required for completion of foreclosure 
is approximately five months. Outside 
the metropolitan counties the costs are 
not quite so high, but even so the burden 
is approximately twice as heavy as in 
many other states. 

While the data presented here are 
only those for certain New York coun- 
ties, they have significance for other 
states as well, and also for their bearing 
on the larger subject of the costs of 
home ownership. Corresponding data 
for other areas, which are now being, 
gathered by the Home Owners’ Loan 
Corporation, will differ in detail but they 
will provide further evidence of the need 
for extensive revision of foreclosure 
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practice in the interest of quicker and 
cheaper reorganization of defaulted 
properties. More facts of the sort pre- 
sented here will provide a basis for re- 
medial legislation in this branch of the 
home financing field. Improvement of 
the foreclosure process will help to re- 
duce interest costs of home ownership 
and remove some of the obstacles which 
now hamper liberal extension of mort- 
gage credit. 

As an illustration of the excessive 
costs and delays incident to foreclosure 
in New York, detailed statements taken 
from the records of the HOLC, showing 
the actual payments and the time re- 
quired for completion of foreclosure in 
representative cases in four of the metro- 
politan counties, are presented herewith 
in Tables I, II, III, and IV. Compari- 
son with the experience of other mort- 
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gage institutions has shown that, while 
an occasional institution has been suc- 
cessful in conducting foreclosures with 
a slightly lower outlay, others have 
frequently experienced _ substantially 
higher costs. An individual or a small 
institution not having a great volume 
of foreclosures must pay a much higher 
price. 

Under the present system it is obvious 
that the borrower in distress is not pro- 
tected, for thousands of foreclosures 
against individual home owners and 
farm owners have occurred during the 
recent depression. Clearly, the mort- 
gagee is not protected, for the delays 
and excessive costs are obviously detri- 
mental to him. Furthermore, aside 
from certain emergency legislation limit- 
ing deficiency claims to the difference 
between the amount of the debt and 
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* Average loan represented below amounted to $8,070.74. 
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costs and the fair market value of the 
property, which is applicable only to 
mortgages dated before July 1, 1932, 
there is no effective protection of the 
mortgagor against excessive and un- 
conscionable deficiency claims. 

The truth is that the present method 
of foreclosure in New York is decidedly 
disadvantageous both to the mortgagor 
and to the mortgagee. The high cost of 
the foreclosure process, coupled with 
the interest accumulations during the 
period of delay, results in the addition 
of almost 10% to the mortgage debt 
while the foreclosure action is pending 
in court. This fact compels mortgagees 
to begin foreclosure much earlier than 
they would otherwise find necessary, and 
compels them to seek judgment for 
deficiencies which would not exist if the 
excessive costs were eliminated. The 
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expensive and dilatory procedure has 
not encouraged bidding, for the mort- 
gagee has been forced to buy in the 
security at the sale in almost every in- 
stance. The plain fact is that the present 
foreclosure practice in New York has 
not a single redeeming feature. 

Much of the evil in the situation has 
resulted from the activities of pressure 
groups upon the General Assembly at 
Albany. The General Assembly of New 
York passed three bills in its recent ses- 
sion which can be understood only by 
reference to groups interested in them. 
Had the Governor not vetoed these 
bills, the cost in the metropolitan coun- 
ties would have been increased substan- 
tially even beyond the present limits. 
At one time the source of the activity 
has been certain newspapers seeking 
legislation which would tend to increase 
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*Average loan represented below amounted to $6,738.95. 
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* Average loan represented below amounted to $9,907.21. 


the charges for advertising the sale, 
although it is self-evident that excess 
newspaper advertising is ineffective, 
does not attract bona fide bidders, and 
benefits no one. At another time the 


pressure has come from the auctioneers, 
seeking legislation to require that an 


auctioneer be employed for every sale. 
The short answer to this is that, as 
everyone knows, a foreclosure sale is, 
in the nature of things, c mere formality 
which could just as well be conducted 
by an officer of the court at nominal 
expense, and that the use of a profes- 
sional auctioneer results in no higher 
price and does not benefit anyone. At 
still another time the political organiza- 
tion in power has sought legislation to 
require the appointment of referees to 
compute the debt and referees to super- 
vise the sale, although obviously it is 
the duty of the court, aided if need be 
by the clerk, to see that the plaintiff’s 
judgment is for the proper amount, and 
although the sale could be better con- 
ducted by a regular officer of the court 
supervising all such sales at a nominal 
cost. At present the referee to compute, 
who does not make the actual computa- 
tion but merely signs a document pre- 
sented by the attorney for the plaintiff, 


is customarily paid $25; and the referee 
to supervise the sale, who does very 
little about the sale, is frequently paid 
$75.or more. As a collateral result of 
these and other encumbrances upon the 
foreclosure process, with the resulting 
unnecessary work and time required of 
the plaintiff’s attorney, it is impossible 
to get lawyers to conduct foreclosures 
except for fees averaging approximately 
twice those customarily paid in many 
neighboring states. 

One of the most unfortunate results 
of the situation has been that the mort- 
gagee has been compelled to proceed 
against the mortgagor and foreclose at a 
much earlier stage than he might have 
done had the foreclosure process been 
reasonably prompt and _ inexpensive. 
Therefore, the home owners and farm 
owners of New York have been faced 
with foreclosure much more quickly and 
have suffered much more severely than 
in most of the states. In the long run, 
however, it is probable that the greatest 
damage results from the fact that be- 
cause of this situation mortgagees must 
restrict their lending in New York State 
to a much smaller percentage of value. 
The result is that young men in this 
State are not able to embark upon home 
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ownership when their families are young, 
but must wait until a much more sub- 
stantial equity is accumulated through 
the slow process of saving out of small 
earnings. 

As an immediate palliative, it has 
been suggested that mortgage institu- 
tions may take voluntary deeds in many 
cases at a nominal cost, thereby sur- 
rounding an inexcusable legal maze and 
at the same time frequently aiding the 
borrower through elimination of defi- 
ciency claims. But for the intricacies 
of statutes beyond their control, mort- 
gagors and mortgagees are usually ready, 
willing, and able to settle their differ- 
ences by a voluntary conveyance of the 
property on a fair basis. Some legal 
question has been raised as to whether 
the mortgagee is protected where he 
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takes a voluntary deed, and there are 
some instances where voluntary deeds 
cannot be safely accepted. However, 
in a great many cases, voluntary deeds 
may safely be accepted, with reasonable 
precaution. 

Aside from the taking of voluntary 
deeds, mortgagees may foreclose by 
advertisement under the statute in New 
York without going into court at all. 
It is true that this method is by no means 
as prompt or free from complication as 
would be desirable. Furthermore, mort- 
gagors are not given adequate protection 
against excessive deficiency claims. 
For these reasons the New York pro- 
cedure for foreclosure by advertise- 
ment falls considerably short of the 
ideal. Nevertheless, it is more prompt 
and less cumbersome than the procedure 
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by court action, and it results in a saving 
of approximately 1% the cost of fore- 
closure by the latter method, thus afford- 
ing a more efficient remedy to the mort- 
gagee while at the same time reducing 
the burden on the mortgagor. 


The HOLC must pay about $5 
millions for foreclosure costs in the 
State of New York if it submits to the 
usual and customary procedure in the 
State. Approximately $4 millions of 
this expense is a kind of legalized waste. 
The worst element of the situation is 
that it compels earlier foreclosure than 
would otherwise be necessary. A point 
is reached in cases of default where it 
would be economically possible to carry 
the borrower another year except for 
these costs, but on account of the situa- 
tion immediate foreclosure is necessary. 
To wait a year would mean in nearly 
every case a loss of about $400 or $500 
which would ultimately and necessarily 
fall on the taxpayers of the United 
States. The Corporation is making every 
reasonable effort to reduce these costs 
by taking voluntary deeds in many cases, 
by foreclosure by advertisement in 
many cases, and by avoiding and mini- 
mizing the cost where possible under 
the court foreclosure process. A pro- 
cedure has been worked out, in spite of 
the New York law, by which unjust and 
unconscionable deficiency judgments 
may be eliminated. Excessive judg- 
ments resulting from the operation of 
the New York law are reviewed and are 
either written off or else down to an 
equitable basis. The policy is not to 
retain an excess claim or judgment be- 
yond the difference, if any, between the 
full fair value of the property and the 
total debt. The present New York law, 
however, makes it difficult for mort- 
gagees to pursue a fair and equitable 
course in dealing with their mortgagors, 
and the enactment of well considered 
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legislation dealing with foreclosures 
would be most beneficial. 

The present foreclosure evil in New 
York is preventing liberal financing of 
homes and thereby substantially deter- 
ring home ownership. What sensible 
mortgagee will lend liberally when he 
knows that he must spend approxi- 
mately 10% in actual cash outlay to 
realize upon the security, and at the 
same time must suffer a delay which 
results in accumulation of taxes, insur- 
ance, and interest on the investment 
aggregating another full 10% or more? 
Furthermore, the present foreclosure 
system compels the mortgagee to pursue 
what appear to be harsh methods by 
starting foreclosure early and before the 
equity of the borrower is exhausted. In 
Massachusetts, a $4,000 loan on a $5,000 
home, which has accumulated taxes, 
insurance, and interest bringing the debt 
to $4,500, may safely be carried for 
approximately another year without 
loss to the mortgagee because, if fore- 
closure is finally necessary, the mort- 
gagee can foreclose within four weeks 
and at a nominal cost of not over $25 
and still not suffer loss. During such 
period many mortgagors are able to 
rehabilitate themselves and save their 
homes. In New York a $5,000 property, 
securing a $4,000 loan, which has accrued 
taxes, insurance, and interest bringing 
the debt to $4,500, must be foreclosed 
at once because the cost of foreclosure 
and the accruing items during fore- 
closure will absorb the entire balance 
of the equity. New York residents, 
therefore, are suffering seriously on 
account of this situation. It is estimated 
that mortgagees in New York have 
wasted at least $40 millions in useless 
foreclosure costs during the past four 
years. They can well afford, therefore, 
to give attention to this question rather 
than to continue this waste. 





FORECLOSURE COSTS 


Remedial Legislation Necessary 


One of the great needs of the country 
today is a uniform foreclosure statute 
which will provide for reasonably prompt 
foreclosure at reasonable cost, and at 
the same time give full protection to 
the mortgagor. To attain these ends 
the statute should provide for fore- 
closure by advertising a reasonable 
number of times—possibly four inser- 
tions—in either the state bulletin, the 
county legal periodical, or a newspaper 
of general circulation in the county 
where the land lies. It should provide 
for reasonably adequate notice to the 
mortgagor and other interested parties 
and reasonable time for the mortgagor 
to pay his debt or adjust his affairs. 
It should further provide an opportunity 
for the mortgagor to secure a review of 
the sale by the court, if he has cause to 
complain, and an opportunity for the 
mortgagee to submit the sale to the 
court for approval, if he desires to do 
so. There should be a provision that 
the mortgagee shall waive any excess 
claim, if he does not have the sale ap- 
proved by the court, and that if he de- 
sires to retain an excess claim against 
the mortgagor he shall make proof before 
the court not only that the sale was 
regular but that the price procured for 
the security was adequate, and thereby 
establish a reasonable and conscionable 
claim upon which he can sue, if he so 
desires. If such a law were enacted, the 
advertising costs would be nominal and 
there would be in practically all cases 
no other costs except recording costs 
and attorneys’ fees, which would be 
nominal on account of the simplicity of 
the procedure. 

Experience indicates that mortgagors, 
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especially if the mortgagee is waiving 
any excess claim, will not employ coun- 
sel, and will not take the matter to court. 
Experience also shows that if the mort- 
gagee can foreclose cheaply and quickly 
by waiving any claim for an excess or 
deficiency judgment he will accept the 
simple process and waive his deficiency 
claim. If this method were available in 
New York, one of the harshest evils of 
the present situation would be avoided. 
Even if the mortgagee insisted upon a 
deficiency judgment, the deficiency claim 
would be written down to an amount 
not in excess of the difference between 
the full value of the security and the 
debt, as contrasted with the present 
system which invites a nominal bid by 
the mortgagee for the security and a 
deficiency judgment for an_ excess 
amount representing the difference be- 
tween such nominal bid and the full 
debt, even in cases where the property 
is worth substantially as much as the 
debt. Such legislation is feasible, ought 
to be adopted, and can be adopted, if 
fairly, clearly, and fully presented. 

The New York Judicial Council is 
interested in the question discussed in 
this article, and the Chamber of Com- 
merce of the State has been engaged in 
an extensive study of it. It is hoped 
that a mortgage law will be enacted in 
New York at the next session of the 
General Assembly which will avoid court 
procedure entirely in most foreclosures 
and provide a simple, inexpensive, and 
reasonably expeditious court procedure 
for the mortgagor or the mortgagee, in 
the event either of them feels that his 
interests require the foreclosure trans- 
action to be reviewed and adjusted by 
the court on an equitable basis. 





Regulation vs. Undistributed Profits Tax: 
A Dilemma 
By HERBERT D. SIMPSON* 


HE undistributed profits tax has 

been discussed from every con- 

ceivable angle of its relationships 
to corporate finance and business policy. 
It would seem that it ought to have 
some consideration from the standpoint 
of its relation to other governmental 
policies as well; for in recent years we 
have developed such a variety of gov- 
ernmental policies that no one of them 
can longer be appraised solely on the 
basis of its own merits or defects. No 
one of these policies stands “‘on its own 
merits” —it must stand also on its help- 
ful or harmful relation to other govern- 
mental policies that affect the same 
areas of business or conduct. 

The railroad and public utility field 
represents one such area in which two 
governmental policies, regulation and 
undistributed profits taxation, come 
into intimate contact—whether a help- 
ful or harmful contact is something 
very much worthwhile to consider. 
Pending further clarification of the 
public utility holding company act, the 
scope of the T.V.A., and other similar 
developments, we may limit our con- 
sideration for the moment to the posi- 
tion of the railroads under these two 
governmental policies. 

The general intent of railroad regula- 
tion, so far as it relates to earnings, is 
that rates will be so determined that the 
railroads will earn, year in and year 
out, not more than a reasonable return 
on their property. “Reasonable” in- 
cludes earnings adequate to maintain 
plant and equipment and to induce 
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sufficient investment of new capital 
from time to time to provide for neces- 
sary expansion. Expansion means or- 
dinarily not additional mileage but 
amounts and types of equipment in ex- 
cess of what would represent current 
maintenance and replacement. 

Furthermore, “reasonable” means 
over a considerable period, with the 
frank expectation that for long periods 
of time, on account of business depres- 
sions, shifts in agricultural production 
and in areas of industrial activity, 
changes in methods of transportation, 
and the development of new forms of 
competition, the railroads may have 
little or no net earnings. It is the regu- 
latory intent that larger earnings during 
favorable periods shall compensate for 
temporary contractions or deficits suffi- 
ciently to yield a “reasonable” return 
over the entire period under contem- 
plation—whatever that may be. 

Now, in an industry that is obliged 
to operate and to formulate its financial 
policies under these conditions, it would 
seem that government regulation must 
already have made well nigh impossible 
the abuses of corporate surplus that 
have too frequently characterized other 
fields and have thereby provided some 
justification for the principle of special 
taxation of undistributed earnings. The 
railroads cannot well be converted into 
personal holding companies, into private 
trusts, into speculative pools, or into 
foreign “insurance” companies; their 
surpluses, when they arise, cannot, 
without specific permission of the Inter- 
state Commerce Commission, be used 
to buy up and “smother” competing 
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roads for the purpose of monopolistic 
control. In the very nature of their 
situation under regulation, the growth 
of “unwieldy and unnecessary corpo- 
rate surpluses”! is made almost im- 
possible, and the ulterior manipulation 
of such surpluses still more difficult. 

It is true that the abuses of corporate 
surplus do not constitute the only justi- 
fication for the general principle of 
undistributed profits taxation. One 
basis for such taxation, and one urged 
by many tax students long before the 
adoption of our present undistributed 
profits tax, is the belief that a// earnings 
are properly subject to taxation, regard- 
less of the circumstance whether they 
happen to be currently distributed or 
retained in the corporation; mere differ- 
ences in corporate dividend policy do 
not necessarily create differences in 
liability for taxation. The present writer 
subscribes to that principle in general, 
and so far as it is possible to give it 
practical application. But with regard 
to this principle of undistributed profits 
taxation three observations may be 
made. 

In the first place, the application of 
such principle would imply the repeal 
of the various specia/ corporation taxes, 
such as the capital stock and the excess 
profits tax, and their replacement by 
the broad taxation of corporate earn- 
ings—levied upon the stockholder when 
distributed in dividends and upon the 
corporation when not distributed. This 
is exactly what the President proposed 
in his message of March 3, 1936. Failure 
to adopt it was a frank acknowledgment 
that the tax, as enacted, was not based 
on the principle merely of equal taxa- 
tion of corporate earnings, whether dis- 
tributed or retained. 

In the second place, the rate schedule 
still further departs from any effort to 
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embody that principle. The arbitrary 
progression from 7 to 42% (normal tax 
+surtax) has no relation whatever to 
the rates which would be paid by indi- 
vidual stockholders, if these various 
earnings were distributed. The 7% 
minimum will be paid on some retained 
earnings which, if distributed, would go 
to stockholders in the highest income 
brackets; and the 42% maximum will 
be paid on some earnings which, if dis- 
tributed, would go to stockholders in 
the lowest income brackets. 

Our third comment has to do with 
something still more fundamental. This 
is the fact that regulation itself does 
bring about a prompt distribution of 
earnings, in the field of regulated public 
service industries, as effectively as the 
original advocates of undistributed prof- 
its taxation could wish. The steady 
reduction of railroad rates over a long 
period in the past and the current wide- 
spread reduction of public utility rates 
by state commissions throughout the 
country is actually bringing about a 
more thoroughgoing distribution of earn- 
ings in these fields than even the undis- 
tributed profits tax is doing in other 
fields of industry and business. It is 
not only a more thoroughgoing but a 
more widespread distribution, because 
in these fields earnings are being dis- 
tributed not among relatively small 
groups of stockholders but among 
nation-wide groups of consumers of rail- 
road and public utility services. We 
mean of course the distribution of past 
and potential earnings through lower 
rates to public utility users. 

Moreover, this is a method of dis- 
tributing earnings which does auto- 
matically make such earnings subject 
to taxation. A reduction of $100,000,000 
in freight or electric power charges 
means a reduction of $100,000,000 in the 
costs of business and industry and, con- 
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sequently, either a widening of poten- 
tial profits by that amount, which will 
immediately become subject to income 
taxation, or else a still wider distribution 
in the form of higher wages to the em- 
ployees and lower prices to the con- 
sumers in these industries. 

In other words, regulation is already 
forcing the prompt distribution of any 
potential surpluses in this field, which 
was one of the specific objectives of the 
original advocates of undistributed prof- 
its taxation. It distributes the surplus, 
in fact, before the surplus accumulates, 
in that way effectively locking the 
stable before the horse is stolen rather 
than after. 

This, we may concede frankly, does 
not remove all of the considerations that 
may be associated with the undistrib- 
uted profits tax. But no candid student 
can deny that it greatly diminishes the 
validity of superimposing the one gov- 
ernment policy, namely, undistributed 
profits taxation, upon an area already 
effectively subjected to the other govern- 
ment policy, namely, regulation. 

And not only does regulation largely 
accomplish these specific objectives of 
undistributed profits taxation, but the 
railroads to a peculiar degree actually 
need to avail themselves of the legiti- 
mate uses of corporate surplus. With 
earnings restricted by rigid regulation, 
the railroads are subject to two frequent 
contingencies. In the first place, their 
heavy overhead in relation to operating 
expenses means that any decline in gross 
revenues in times of business recession 
or crop failures, makes disproportionate 
inroads upon their net income. Even a 
moderate decline in gross may wipe out 
net income entirely. In the second place, 
with the heavy bonded capitalization of 
most of the railroads, this decline in 
net, if not bulwarked by adequate reserves, 


2? Galveston Elec. Co. v. City of Galveston, 258 U.S. 399. 
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is likely to play havoc with the payment 
of fixed charges and the maintenance of 
credit. 

All of these considerations suggest a 
serious question whether, in the case of 
the railroads, the application of one 
governmental policy, regulation, does 
not make the application of the other, 
undistributed profits taxation, danger- 
ous, if not actually disastrous. 

But it happens that governmental 
agencies or their representatives have 
suggested still a third policy with regard 
to the railroads. Chairman Jesse Jones, 
of the Reconstruction Finance Corpora- 
tion, and others have been quoted from 
time to time to the effect that the rail- 
roads ought to apply a portion of their 
earnings in prosperous times to the re- 
duction of their heavy fixed indebted- 
ness, thereby reducing the hazards to 
their credit and solvency in periods of 
reduced earnings or of deficits. 

Probably all students of railway 
problems will concede the wisdom of 
some steps in this direction—if earnings 
should make it possible. The undis- 
tributed profits tax will make such a 
policy impossible, except at the cost of 
prohibitive penalties. 

Consequently we have here three 
governmental policies, actual or pro- 
posed, namely, regulation, reduction of 
railroad indebtedness, and undistributed 
profits taxation—all seemingly working 
against and nullifying each other. 

Perhaps the remedy may lie in invok- 
ing still a fourth policy, which comes to 
us by way of judicial decision. Through 
a long line of decisions, beginning with 
the Galveston case in 1922? and the 
Georgia Railway case in 1923,' it has 
been the general holding of the courts 
that all taxes are deductible from gross 
revenue for the purpose of determining 


3 Georgia Railway & Power Co. v. R.R. Commission 
of Georgia, 262 U.S. 624. 
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net earnings. In the former case, Mr. 
Justice Brandeis, delivering the opinion 
of the Court, declared: 


“All taxes which would be payable if a fair 
return were earned are appropriate deduc- 
tions. There is no difference in this respect 
between state and federal taxes or between 
income taxes and others.” 


There was some hesitancy on the part 
of state commissions about accepting 
such a sweeping treatment of taxes, 
regardless of their character and intent. 
But in the Georgia case a year later, the 
treatment of income taxes again came 
up to the Supreme Court; and Mr. 
Justice Brandeis, again delivering the 
opinion of the Court, somewhat curtly 
quoted the previous Galveston decision 
as having “settled” the question. The 
effect of these and subsequent decisions 
is to make it incumbent upon regulatory 
authorities to fix such rates as will 
enable the railroads to cover all expenses, 
including in expenses a// taxes of whatever 
kind and variety. 

With this judicial policy (because it 
is, after all, a matter of policy) imposed 
upon already existing regulatory policy, 
we are constrained to suggest that the 
only method of applying a// these poli- 
cies simultaneously would seem to lie 
along the following lines. 

ist. Let the railroads retain a portion 
or all of their net earnings, applying 
them to reduction of their fixed indebted- 
ness, thereby meeting the demand for 
a substantial reduction of the railroads’ 
bonded capitalization. 

and. The Treasury Department will 
then collect an income and undistributed 
profits tax of from 8 to 42% on all of 
these retained earnings, thereby carry- 
ing out the tax policy of the Federal 
Government. 

3rd. The Interstate Commerce Com- 
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mission will next go into action, and on 
the basis of the rulings of the courts will 
raise railroad rates sufficiently to en- 
able the roads to recoup the taxes they 
have paid on earnings applied to reduc- 
tion of their indebtedness. 

If at this point some question may 
arise as to whether shippers and travel- 
ers will cooperate sufficiently with these 
various policies by paying these higher 
rates, we need only recall that we have 
still another governmental policy, 
namely, that of mutual tax exemption 
of state and federal bonds. This will 
enable us to go somewhat further. 

4th. As railroad bonds are retired, 
and with the federal debt presumably 
in process either of reduction or of ab- 
sorption by the Social Security funds, 
what will be more natural than for in- 
vestors whose bonds have been called 
to reinvest their funds in tax-exempt 
state bond issues, the proceeds of which 
(5th) will be devoted largely to highway 
construction and maintenance, for the 
purpose (6th) of subsidizing truck and 
motor transportation, in order to relieve 
shippers and travelers of the necessity 
of paying the high rates established by 
the Interstate Commerce Commission 
—to enable the railroads to recoup the 
taxes collected by the Federal Treasury 
—on earnings retained by the railroads 
—to enable them to reduce their fixed 
indebtedness in accordance with the 
suggestion of Jesse Jones? 

If, at this point, untrained readers 
may feel the need of some relief from 
the intellectual confusion seemingly in- 
volved, trained economists will experi- 
ence no difficulty here. For economists 
are aware that the purpose of all the 
governmental policies that we have dis- 
cussed is to relieve us of the confusion 
of laissez faire. 





Physical Aspects of Country Planning 


By FRANK A. WAUGH* 


AY I begin this paper with a 
vehement protest against the 
point of view adopted in much 

current city planning and regional plan- 
ning? Many of the most pretentious 
and expensive studies in this field have 
been made exclusively from the stand- 
point of the city. The country, if consid- 
ered at all, is regarded merely as that 
area where the city gets its food, water, 
and exercise. Grand parkways are pro- 
jected through miles of rural landscape, 
beginning at one city and ending in 
another, but always designed for the 
wants of the cities. Parks and forests, 
game sanctuaries and recreation centers, 
bear gardens and beer gardens are 
scattered about the map, all for the con- 
venience of city dwellers. Does the city 
want a bath? The engineers go out into 
the country and make a new reservoir, 
condemning another 50 or 100 square 
miles of territory for the purpose, dispos- 
sessing the farmers, extinguishing coun- 
try villages, and even obliterating the 
cemeteries. The forefathers, trying to 
get a little quiet sleep, are peremptorily 
exhumed and carted off to the official 
dump. 

Of course, the men who do these plans, 
since they are professionally competent, 
neither rascals nor fools, realize these 
defects as well as I do. They know, as 
you and I know, that the civic organism 
consists of two complementary parts, 
the city and the country, neither one of 
which can exist without the other. All 
genuine integral planning therefore must 
treat the whole organism, providing for 
a normal, wholesome, healthy life in 
each part. 
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From this point of view country 
planning is just as illogical and mis- 
chievous as city planning. Yet, because 
city planning has gone ahead, leaving 
the country behind, we ought to make 
special effort to help the rural regions to 
catch up. 

At the beginning of these efforts we 
meet another stupid prejudice. Its 
most pungent formulation is found in 
the popular saying, “Man made the 
city, but God made the country.” This 
is often mistaken to mean that, since 
God made the country, it requires no 
further attention from man; country 
planning is entirely supererogatory. All 
of which ends in a romantic idealization 
of the country without any ability to 
imagine the practical, cultural, and 
esthetic adjustments necessary to make 
this God-given countryside most serv- 
iceable to the men and women who 
still choose to live in it. 

If we begin now to inquire what are 
the actual problems of planning belong- 
ing especially to the country, we shall 
find first of all a group of questions con- 
cerning the land. It is sad but charac- 
teristic of this blundersome human race 
that the matters of land use, possibly 
the most important to our economic 
existence, have never been settled by 
any logical study; in fact, they have 
been logically approached only in a few 
comparatively trifling details. It is 
obvious, of course, to the dullest mind 
that some lands are best suited to one 
form of use, other lands to quite other 
uses, and that good management would 
require that each area be allocated to 
that purpose which it can best serve. 
Land-use surveys have been proposed 
frequently during recent years and, in 
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a few instances, notably in the State of 
Michigan, have been seriously under- 
taken. The time is thoroughly ripe— 
even overripe—for such surveys in all 
the New England states. 

It need not be fatuously imagined 
that, when such surveys are accom- 
plished, all lands will be instantly re- 
assigned to their best uses as thus scien- 
tifically determined. The redistribution 
in any case would come slowly and im- 
perfectly, but it would proceed intelli- 
gently and in the course of time much 
progress might be expected. Without 
such guidance of ascertained facts and 
well considered principles no progress is 
possible and the next century will find 
us still fuddling—fuddling and playing 
with politics. 

In this study of land uses two cate- 
gories stand out demanding critical 
attention. These are forests and recrea- 
tion areas. Our original land subdivi- 


sion seems to have been based on the 


idea that all forests were to be extin- 
guished and all land converted into 
farms. We now know that this was a 
tragic mistake. Another century will 
probably be required to correct it; but 
how can such a colossal miscarriage 
ever be corrected without a sound plan 
based on stringent and fundamental 
studies? 

It now appears, moreover, that large 
areas of land should be reserved for 
many forms of recreation. The present 
fashion is to appeal at this point to the 
statement that recreation is now our 
second industry, financially considered, 
and this of course means recreation for 
visitors who pay cash; but I say that 
the need for recreation of the people 
who live on the land is of still greater 
importance, on the scriptural principle 
that the husbandman must be first par- 
taker of the fruits. This whole problem 
of our recreation needs must still have 
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several years of intensive study before 
we know the answers. 

Meanwhile, it is obvious that many of 
the areas reserved for forests may also 
be used for recreation. Better methods 
of adjustment and administration should 
be worked out; but we may remark in 
passing that much more is already known 
of this administrative technic, of han- 
dling recreation in public forests, than 
has yet been adopted into the official 
practice of the New England states. 

The next step, after these broad re- 
adjustments are initiated, is to put 
through a somewhat similar readjust- 
ment in the matter of individual farms. 
The economists have shown us that 
many farms are too small; they cannot 
possibly be operated at a profit. A few 
farms perhaps are too large. Many 
farms do not enjoy a practicable balance 
between bottom-land, upland, and forest. 
In short, a somewhat extensive redis- 
tribution of land would benefit all con- 
cerned. Moreover, with our highly de- 
veloped county agency system we have 
the machinery by which such redistri- 
bution could be effected—slowly, of 
course, but logically—once our country 
planning had set the pattern. 

Hard on the heels of all this land plan- 
ning come the problems of a satisfac- 
tory highway system. In the beginning, 
of course, our network of roads was a 
highly haphazard affair, built up little 
piece by little piece, determined by 
exigencies of the most local and trivial 
character, such as the necessity of by- 
passing Deacon Jones’ hogpen; yet after 
250 years our modern high-powered 
automobiles are still by-passing the same 
old hogpen, now two centuries forgotten. 
Still, a good deal has been accomplished 
in recent years, and these accomplish- 
ments have all been based on serious 
study. Only recently has it become clear 
(and not yet clear to everybody) that 





234 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


these highway plans need a thorough- 
going restudy from a new point of view. 
The new point of view of most signifi- 
cance, especially to us in southern New 
England, comes from the very heavy 
use of the highways for motor recrea- 
tion. A large part of the billion-dollar 
recreation absorbed by our visitors is 
taken along the state highways; but at 
least an equivalent amount of recreation 
and inspiration is drawn from our superb 
landscape by our own native population 
—by our own families—by means of our 
state highways and also (and this is 
important) by means of the wild, un- 
paved back-country roads. The high- 
ways are in fact the most important ele- 
ment in our whole recreation inventory. 

Yet up to the present moment prac- 
tically all highways have been planned 
exclusively from the utilitarian stand- 
point. “Farm to market” highways are 
still the cry, when we want to move the 
legislature. Thus we have a system of 
freight roads upon which one-half to 
nine-tenths of the actual traffic, instead 
of hauling hogs to market, is seeking 
pleasure and inspiration in the quiet, 
peaceful and beautiful rural landscape. 
In fact, the one most pressing problem 
now before us, especially urgent in Mas- 
sachusetts, is to obtain a thorough re- 
study of our highway system made from 
a radically altered point of view. 

A curious and interesting fact is that 
the most conspicuous innovations in re- 
cent highway design have been the “‘free- 
ways,” “parkways,” and fast trunk 
routes. The trunk routes have been the 
results of regional planning; they provide 
improved communication between re- 
lated cities. If they accidentally traverse 
some miles of picturesque countryside, 
the scenery is ignored as completely as 
possible and whatever is left after the 
road engineers have done their valuable 
work is soon covered over with bill- 


boards and hot-dog stands. The “park- 
ways” and “freeways” in like manner 
are built about the cities, obviously for 
the convenience of city people. A 
farmer would feel quite out of place on 
one of them; if he brought a load of hay 
with him, the police would promptly 
drive him off. This handsomely illus- 
trates my point that regional planning 
has been controlled by urban ideas and 
has given scant thought to the needs of 
the country. 

I think we may safely say that the 
rural highways, especially the back 
roads, impracticable for fast traffic, just 
because they are more countrified, are 
of far greater esthetic and cultural value 
to the whole community, both to country 
people and to city dwellers, than any 
possible quantity of fast freeways— 
though I would not question the really 
great value of the freeway. What J 
would emphasize is the capital impor- 
tance of these back roads, now generally 


neglected in road planning. Or, if they 
are not neglected, the improvement con- 
sists in converting them as fast as pos- 


sible to the universal pattern. Why 
can’t we have some rural roads, thou- 
sands of miles of them, kept as country 
roads and nurtured in their better char- 
acter? Make the roadbed safe; but in- 
stead of speeding up the traffic, slow it 
down. It has been abundantly shown 
that much of the safety engineering on 
public roads tends toward greater speed 
and away from greater safety. Here in 
the country the obvious opportunity is 
to make the roads safer by delaying the 
traffic and allowing passengers to loiter 
through the tranquil countryside. 

And not only safer, but more restful, 
more beautiful, and in every way more 
enjoyable. The native vegetation can 
be preserved or restored instead of being 
shamelessly destroyed according to the 
custom of the big highways. The scenery 
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can be exhibited effectively to the slow- 
going passengers. If there is a little 
brook, there will be time to enjoy its 
intimate pictures. If there is a vista 
giving on the village church or on a 
distant mountain, this view can be kept 
open and framed in trees. Beside these 
roads there will be stopping places where 
decent people can linger, the other kind 
stop at the roadhouses with the big 
signs along the main thoroughfares. 

These roadside stopping places from 
time to time will be developed into veri- 
table little parks in which will be pre- 
served here a charming waterfall, there 
a grove of fine trees, and somewhere else 
a monument of local history. In our 
New England region, Connecticut, 
Maine and New Hampshire have made 
promising beginnings in this matter of 
little roadside parks; but the whole 
enterprise needs to be much more care- 
fully and comprehensively planned by 
planners who can see the picture in the 
large. 

Another topic demands a word of 
notice before this brief statement ends. 
The rural villages, notably in New 
England, have a rare distinction and 
charm too easily lost. Unfortunately, 
every village and crossroads wants to 
be a city with tenements, slums and all. 
Often the most influential men of the 
town are the very ones most eager to 
enlarge, urbanize and (as they imagine) 
glorify their village. Who is there who 
will apply any effective counterinflu- 
ence? Frankly, I don’t know, but some- 
how it ought to be done, and this is 
indeed one of the most difficult prob- 
lems of rural planning. 

Moreover, this problem does not 
stand alone. While I send up my little 
hue-and-cry for country planning, done 
for the sake of the country and the 


country people, I realize that this same 
rural population is not eager for the re- 
forms I advocate. They are opposed to 
all interference in their personal affairs. 
Any kind of zoning in country villages 
or along the highways or the application 
of any legal restrictions is generally 
opposed by these same citizens who, as 
I think, would be most benefited by it. 
There is much that can be done, how- 
ever, with their approval and coopera- 
tion; and we may hopefully believe that, 
as time and country planning go on and 
the benefits of such action become mani- 
fest, it will be possible to extend the 
field of operations. 

Finally, there is ever to be considered 
the whole outlook—the country land- 
scape with all its hills, valleys, streams, 
lakes, forests and cultivated fields—a 
commodity which, as I firmly hold, is of 
the very greatest importance to all our 
civilization. Cities, libraries, picture 
galleries might be destroyed and built 
again, but if we lose the landscape we 
lose our own souls completely and irrevo- 
cably. The first, last, and greatest task 
of all civic planning is to restore, pre- 
serve and cultivate this landscape and 
apply its beauties to the further amelio- 
ration of our crude human race. This 
part of country planning, however, is 
so large and so complex that we must 
dismiss it now, hoping that a wiser gen- 
eration yet to be born will be able to 
subdue the heinous sins of our own 
generation—war, strikes and political 
corruption—and solve some of these 
great human problems which we are 
now able only to propose in vague and 
halting terms. Let us then pray for the 
early arrival of that better generation, 
bequeathing to them the open country, 
what remnants we have not destroyed, 
along with our heartfelt blessing. 





Cost of Distribution of Electricity 


By BARCLAY J. SICKLER* 


Commission on the cost of dis- 

tribution of electricity! contains 
the most reliable data yet published on 
this subject. Some criticism might be 
made of the cities selected for study, 
but the data have the virtues of being 
more realistic than the studies of the 
New York Power Authority, and more 
comprehensive than any other published 
study. Allocations are unavoidable in 
any study of costs of electric service by 
classes of customers, but in the Federal 
Power Commission’s study it appears 
that “opinion” allocations have been 
reduced to a minimum. For the most 
part, the study analyzes costs actually 
incurred, rather than attempting to 
build up costs by synthesis. As a gen- 


, \HE report of the Federal Power 


eral rule, historical costs of property 
were used and actual operating expenses. 

In presenting its studies the Federal 
Power Commission was primarily con- 
cerned with the facts disclosed, without 
giving much attention to relationships 
between the cost ratios and various 


factors affecting such ratios. For this 
reason it was considered desirable to 
make further analysis of the raw ma- 
terial of the Federal Power Commission’s 
study, and to try to determine how the 
facts disclosed apply to a particular 
state, Wisconsin. In analyzing these 
data comparisons have been made with 
similar studies of the costs of distribu- 
tion for Wisconsin utilities. 

Criticisms of the cities chosen for 
study by the Federal Power Commis- 
sion apply primarily to the larger ones; 
those of 300,000 population and over. 


* Chief Statistician, Public Service Commission of 
Wisconsin. 


Four cities of this class were studied: 
Portland (Oregon), Seattle, Los Angeles, 
and Washington. The first three of 
these cities are located on the Pacific 
Coast, and in all of them competition 
exists, although this is of relatively 
limited character in Los Angeles. In 
Washington about % of the customers 
are served from an underground system. 
Neither of these conditions is generally 
found in electric service, and therefore 
the distribution costs obtained for cities 
of this class cannot be said to be typical. 
The group of next largest cities 
studied by the Federal Power Commis- 
sion, including four cities ranging from 
70,000 to 107,000 population, is subject 
to the criticism that all are municipally 
owned systems. If the differences be- 
tween expense ratios in municipal and 
private systems which have been found 
to prevail in Wisconsin are typical, costs 
in this group of cities are not represen- 
tative of those in similar cities served 
by private utilities. ' 


Distribution Property per Customer: 
Federal Power Commission 


Investment in distribution property 
per customer depends on the varying 
physical difficulties of construction, type 
of system, extent of underground con- 
struction, quality of construction in each 
city, the time at which constructed, 
labor costs, and overhead costs incurred. 
With the exception of Washington, D. 
C. and the Seattle system of Puget 
Sound Power and Light Company there 
is relatively little difference among the 


1 Federal Power Commission, National Power Sur- 
vey, Cost of Distribution of Electricity, Power Series 
No. 3 (Washington: U. S. Government Printing Office, 


1936). 
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cities studied by the Federal Power 
Commission in the types of distribution 
systems. These for the most part supply 
alternating current at 2,300 to 4,400 
primary voltage in urban areas, with 
radial systems except for congested 
areas and sub-transmission lines. In 
some cases there was a small amount of 
underground and direct-current service, 
but only in Washington and the private 
company’s system in Seattle was such 
service important. The Puget Sound 
Power and Light Company’s Seattle 
system consists of a low-voltage network 
covering the city. This is a relatively 
high-cost type. 

It might be expected that the presence 
of competition would have an important 
effect on the ratios. However, the study 
is quite inconclusive on this point. 
Springfield is a competitive system, but 
has lower distribution property per 
customer than Pasadena or Lansing, 
which are also municipal systems in 
similar sized towns, serving without 
competition. In the larger cities where 
competition exists only limited compari- 
sons can be made, and the effect of com- 
petition on the ratios cannot be definitely 
determined. However, in Los Angeles, 
where duplication of facilities is largely 
confined to the business districts, the 
cost of overhead distribution property 
per residential customer is greater than 
the Portland General Electric Company 
and lower than the Seattle municipal 
plant, although in both Portland and 
Seatt'e there is city-wide competition. 
The “minority” companies in these 
cities have materially higher distribution 
property per customer than the ‘“‘major- 
ity” utilities just named. 

In the comparisons of average ratios 
which will follow, Washington, Puget 
Sound Power and Light Company in 
Seattle, and Northwestern Electric Com- 
pany in Portland will be excluded. 
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Washington is eliminated because of the 
large amount of underground service, 
and the other two are excluded primarily 
because these companies serve only 
about 25% of the total customers in 
their respective cities. After these ex- 
clusions, three cities of over 300,000 
remain—Portland, Seattle, and Los 
Angeles. In each city the system serving 
about 75% of the total customers is in- 
cluded. 

In the Federal Power Commission’s 
study costs were allocated to various 
classes of customers, excluding a portion 
charged to street lighting service. In 
the following analyses, average ratios 
for each of the classes of customers 
used by the Federal Power Commission 
will be considered. 

Two factors affecting distribution 
costs per customer lend themselves to 
statistical analysis. One is the size of the 
community, which affects the density of 
the system, and the other, average con- 
sumption per customer. Table I shows 
average ratios of investment per resi- 
dential customer classified on these 
bases. 

Table I indicates that investment per 
residential customer generally tends to 
be greater when consumption per cus- 
tomer is larger, but this tendency is not 
proportionate to increased use. Con- 
sidering the cities from 13,000 to 40,000 
population, an increase from an average 
consumption of about 500 to 675 kwhs., 
approximately 35%, brings only 7% in- 
crease in average distribution property 
per residential customer. Similarly, in 
the cities between 70,000 and 107,000 
population, when average consumption 
per customer is almost doubled (from 
775 kwhs. average to 1,500 kwhs.), this 
is accompanied by only 30% increase in 
average investment per customer. 

With respect to the effect of size of 
city on distribution property per resi- 
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TaBce I. 


ResipenTIAL: Mepran Ratios or DistriBUTION PRoPERTY PER CUSTOMER * 








Number 


Population 
Cases 


Classification by Average Kwhs. per Customer 





400-600 600-800 





70,000-107,000 
Over 300,000 


All cities 
Median kwhs. per customer 
Number of cases 








$61.10 
49.40 
45.0cT 
67.00f 


$70. 40f 
52.80 


$49.40 
525 
8 














* Where over 3% of the customers are served from underground systems, ratios for overhead distribution were used. 


t One case only. 


dential customer, the results are far from 
conclusive. It appears that costs tend 
to decrease from the smallest group 
(3,000-6,000 population) to the group 
having 70,000-107,000 population. In 
the largest cities (over 300,000 popula- 
tion) costs are higher, but it should be 
remembered that all these cities have 
competitive service. The system with 
about 75% of the customers was used in 
each case. 

It may have some bearing on the 
results shown in Table I that all cities 
in the two groups of smallest cities are 
served by private companies, whereas 
all cities between 70,000 and 107,000 
population are served by municipal 
utilities. The three largest cities consist 
of two municipal and one private utility. 


The relationship of residential invest- 


ment per customer to average kilowatt- 
hours used per customer in the cities 
selected from the Federal Power Com- 
mission’s study is shown on Chart I. 
This chart shows clearly that too few 
cases were included in the FPC study 
to permit definite conclusions. 

Investment in distribution property 
per commercial customer is summarized 
in Table II. This table indicates a tend- 
ency for distribution property per com- 
mercial customer to be greater when 
average usage is larger. Little tendency 
is displayed for costs to vary with size 
of city. The tendency toward increased 
investment with increased consumption 
is more pronounced in commercial than 
in residential service. 

Distribution property per industrial 
customer is analyzed in Table III. 


TaBLeE II. CommercraLt: Mep1an Ratios oF DistRIBUTION PROPERTY PER CUSTOMER* 








Population 


Classification by Average Kwhs. per Customer 





1,000-3,000 | 3,000-5,100 





70,000-107,0CcC 
RPE IID Sooo ob ocle ore cha mie Bee 


All cities 
Median kwhs. per customer............. 
Number of cases 








$209 
105 


205f 
176 


$183 
4,100 


- 











* Where over 3% of the customers are served from underground systems, ratios for overhead distribution were used. 


t One case only. 
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DISTRIBUTION PROPERTY PER CUSTOMER 
RELATED TO AVERAGE CONSUMPTION PER CUSTOMER 
FEDERAL POWER COMMISSION STUDY 


x 
TO 


DISTRIBUTION PROPERTY PER CUSTOMER 


AVERAGE KWHS. SOLD PER CUSTOMER 











Despite exceptions, this table indicates 
a distinct tendency for average invest- 
ment per industrial customer to be 
greater when average consumption is 
greater, although average investment 
does not increase proportionately to 
average consumption. Size of city ap- 


pears to have no consistent influence on 
these ratios. 

Ratios of distribution investment per 
customer, combining all urban classes, 


are listed in Table IV. Conclusions to 
be drawn from this table are similar 
to those applying to residential service, 
namely: (1) investment per customer 
averages higher when consumption per 
customer is larger; (2) average invest- 
ment per customer generally trends 
downward from the smallest cities to the 
70,000-107,000 group, with higher ratios 
in the largest cities. 

Mep1an Ratios 


TaBLe III. InpustRIAL: 
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The relationship of investment per 
residential customer to the overall aver- 
age of investment per customer is of 
considerable interest. If a consistent 
relationship could be found, this would 
be very useful, since overall investment 
per customer is available in a great 
many cases where a segregation of in- 
vestment by classes of customers is not. 
An analysis of this relationship is shown 
in Table V. Despite the number of single 
instances, this table shows a definite re- 
lationship between overall average kilo- 
watt-hours per customer and the percent- 
age which the investment per residential 
customer bears to overall investment per 
customer. Sizeof city appears also to have 
some effect on this percentage. Larger 
cities in the same consumption group 
usually have larger percentages of resi- 
dential investment per customer to over- 
all investment per customer. It should 
be noted that there is considerable varia- 
tion from the averages. 

The preceding analyses have con- 
cerned only distribution property per 
customer. The Federal Power Commis- 
sion also determined the amounts of 
land, structures, general equipment and 
working capital applicable to distribu- 
tion. The median average ratio of such 
general property per residential customer 
is $9.03, and per overall customer, 


$11.66. 


oF DiIsTRIBUTION PROPERTY PER CUSTOMER * 








Population 


Classification by Average Kwhs. per Customer 





10,000-20,000 30,000-52,000 88,000-21 1,000 





Over 300,000 


All cities 
Median kwhs. per customer 
Number cases 





$ 937 
2,112 


1,257T 
612f 


$1,222 
39, 500 
7 














* The above ratios represent overhead distribution am 
+t One case only. 
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Mepra4n Ratios or DistRIBUTION PROPERTY 


PER CUSTOMER* 








Classification by Average Kwhs. per Customer 





Population 


Range goo-1,100 


1,400-1,600 | 1,800-2,000 | 2,300-3,700 





All cities 
Median kwhs. per customer 
Number cases 











$ 88t 
73 


1,900 
4 














* Where over 3% of the customers are served from underground systems, ratios for overhead distribution were used. 


Tt One case only. 


Distribution Property per Customer: 
Wisconsin Cities 

Data on investment in distribution 
property per customer have been com- 
piled for a number of Wisconsin cities. 
These figures show only overall invest- 
ment per customer, inasmuch as the 
information necessary to allocate invest- 
ment by classes of customers was not 
available. By comparison with the 
Federal Power Commission’s figures, it 
is felt that valuable conclusions can be 
drawn from the Wisconsin data. 

The cities used in the Wisconsin study 
were selected to provide a representa- 
tion from very small places to the larger 
cities, excepting Milwaukee. Eight 
cities were chosen at random for Wis- 
consin Gas and Electric Company, and 
the same number for Northern States 


Power Company. Seven cities served 
by small private companies and munici- 
pal utilities were used. These include 
all for which appraisals made by the 
Public Service Commission engineers in 
comparatively recently years (1928 and 
subsequently) were available in the 
necessary form. 

Speaking generally, the figures used 
are on the basis of historical cost. In 
Wisconsin Gas and Electric Company 
book values as of December 31, 1933 
were used, and for Northern States 
Power Company, a historical cost ap- 
praisal by the Commission’s engineers 
as of July 1, 1929. In the small private 
companies and municipal utilities, ap- 
praisals by Commission engineers at 
varying dates between October 1, 1928 
and December 31, 1934, plus net book 


TaBLeE V. Meprtan PEercENTAGES OF INVESTMENT PER RESIDENTIAL CUSTOMER TO 
OVERALL INVESTMENT PER URBAN CUSTOMER* 








Classification by Overall Average Kwhs. per Customer _ 





een 


ange 


900-1, 100 


1,800-2,000 | 2,300-3,700 





677%t 
73 


Over 300,000 


All cities 
Number cases............ 











36%t 
52t 














* Where over 3% of the customers are served from underground systems, ratios for overhead distribution were used. 


One case only. 
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additions from the date of the appraisal 
to December 31, 1934 were used. In 
five cases these appraisals were on the 
basis of historical cost, and in two cases, 
reproduction cost at 1932 and 1934 
prices. 

As an approximate allocation to street 
lighting service, 20% of the investment 
in poles, conduit and fixtures and 15% of 
conductors were deducted. This alloca- 
tion was based on general information. 

The median ratios of investment in 
distribution property, classified by size 


TaB_e VI. 
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of community and by average sales per 
customer, are detailed in Table VI and 
are summarized as follows: 


Tora. DistripuTION PROPERTY PER CUSTOMER 








Classification by Average 
Kwhs. Used per Customer 


400-700/800-1, 100]1, 200-2, 800 
Less than 500_| 200- 1,400) $ 67 
1, 400- 5, 000) 

7,000 


2,500- “5,000._-| 9.500-1 
10,000-13,000 - 36, 000-50, 000 


Number of 


Number of 
Customers 





Population 




















*One case only. 


Mep1An Ratios oF DisTRIBUTION INVESTMENT PER CUSTOMER IN 


SELECTED WISCONSIN CoMMUNITIES 








Classification by Size 


Classification by Average Kwhs. Used per Customer. 





of Community 
(Customers) 


400-700 


800-1, 100 I,200-2, 800 





Total Distribution Property* 
Less than 500 


Poles, i and Fixturest 
Less than 500 


Conductorst 
Less than 500 


Services 
Less than 500 


10,000-1 3,000 
Transformers 
Less than 500 


2,500-5,000 

10,000—1 3,000 
Meters 

Less than 500 


Number of Cases 
Less than 500 





10,000—I 3,000 


$ 103.30 
4. 70 


63. 60 


17. 
21. 
21. 
18. 


28. 


29. 
21. 
16. 


8. 
10. 
8. 
Io. 


22. 











* After deducting 20% of Poles, Conduit and Fixtures and 15% of Conductors as an approximate allocation to street lighting. 
+ After deducting 20% as an approximate allocation to street lighting. 

t After deducting 15% as an approximate allocation to street lighting. 

§ Based on two cases only, as meters in the other city in this classification are owned by the customers. 
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These data indicate a relationship be- 
tween distribution property per cus- 
tomer and both size of city served and 
consumption per customer. Distribu- 
tion property per customer is greater 
when consumption per customer is 
larger. In the same consumption class, 
distribution property per customer is 
smaller in the larger cities. Chart II 
shows these relationships graphically. 





CHART IT 


DISTRIBUTION PROPERTY PER CUSTOMER 
RELATED TO AVERAGE CONSUMPTION PER CUSTOMER 
WISCONSIN CITIES 


INVESTMENT IN DISTRIBUTION PROPERTY PER CUSTOMER 











AVERAGE KWHS. SOLD PER CUSTOMER 





In Table VI the various classes of 
distribution property are shown sepa- 
rately. The different types of property 
generally exhibit the same tendencies 
as total distribution property, although 
exceptions to the trend are more numer- 
ous. In each class there appears to be a 
tendency toward increasing investment 
with increasing consumption per cus- 
tomer and, in all but services, a tendency 
for decreasing investment per customer 
in larger cities. The greatest respon- 
siveness to both consumption per cus- 
tomer and size of city appears to exist 
in investment in conductors per cus- 
tomer. Size of city also has a very im- 
portant effect on the ratio of transformer 
investment per customer, which ratio 
in the smallest places (less than 500 
customers) averages about twice as 
large as in the larger places. As a gen- 
eral proposition, ratios of distribution 
property per customer appear to be 


more influenced by consumption per 
customer than by size of city. 
Comparison of the results of this 
study with other analyses of ratios of 
fixed capital per customer in Wisconsin 
support the representative character of 
the averages obtained. Investment per 
customer in meters and services in 16 
private electric companies was previ- 
ously determined, and the averages ob- 
tained from this study are compared as 
follows with overall averages of the ratios 


shown in Table VI: 








| Median Investment 








per Customer 
| Services Meters 
23 Selected Wisconsin communities 
MUMBO) 6 one ew cence esses $ 8.30 $14.70 
16 Wisconsin private companies - - -_ -_ 7.40 14.50 








In 8 of the 16 private companies, where 
overheads were not distributed to pri- 
mary accounts, 10% was added for over- 
head costs. 

It will be recalled that the Federal 
Power Commission’s data on overall 
average distribution investment per 
urban customer showed a downward 
trend from smaller to larger cities 
through three groups—3,000-6,000 pop- 
ulation, 13,000-40,000, and 70,000- 


107,000. The cities in these groups have 


customers ranging from 500 to 1,900, 
1,900 to 9,500, and 15,000 to 32,000, 
respectively. The FPC data for the 
classes of cities previously stated are 
sufficiently comprehensive to reveal the 
trends noted, but very few cases occur 
in certain classifications, and hence the 
averages obtained are not always repre- 
sentative. In order to secure a sufficient 
number of cases to obtain fairly repre- 
sentative averages, it was believed de- 
sirable to combine the three groups of 
cities just described for the purpose of 
comparing the Federal Power Commis- 
sion’s study with the Wisconsin data. 
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Similarly, the Wisconsin data for cities 
of 500 customers or more will be com- 
bined. A comparison of averages for 
these groups is shown as follows: 


Att Ursan Customers: Mepian Ratios oF Dis- 
TRIBUTION PROPERTY PER CUSTOMER 








Classification by 
Average Kwhs, per Customer 


900-/1, 200-/1, 800-/2, 300- 
1,100 |1,600 |2,000 |3,700 








FPC—Cities 500 to 32,000 














customers ........---------- $60 $66 $81 $99 
Wisconsin—Cities 500 to 13,000 

RS $62 $73 $87 $71 
Combined studies. .........---- $60 | $70 | $87 | $96 





The above comparison indicates that 
the two studies result in similar con- 
clusions. For example, the two Wis- 
consin cities at the center of the first 
group (900-1,100 kwhs.) fall just above 
or below the two middle cities in the 
FPC study. In the group having 1,200- 
1,600 kwhs. per customer, the two 
middle cities for the respective studies 
are averaged to get the combined me- 
dian. In the 1,800-2,000 average con- 
sumption group the two FPC cities fall 
on either side of the single Wisconsin 
city. 

The similarity between the overall 
averages obtained in the Wisconsin 
study and the Federal Power Commis- 
sion’s study would indicate that the 
averages of distribution investment per 
residential customer as found by analy- 
sis of the FPC data for cities of less than 
107,000 population might reasonably be 
applied to Wisconsin. A qualification to 
this conclusion is found in certain dis- 
similarities among the cities studied by 
the FPC and those in the Wisconsin 
study. The overall average consump- 
tions per customer, used in our analysis 
as a basis for classification, in the Wis- 
consin cities were the result of lower 
average residential use per customer 
and a higher proportion of commercial 


and industrial sales than in the cities 
studied by the Federal Power Commis- 
sion. The following comparison indi- 
cates these facts: 








Classification by Overall 
Ave. Kwhs. per Customer 


900-/1 ,200-/1 ,800-|2 ,300- 
1,100 |1,600 |2,000 |3,700 








Residential Average Kwhs. per 
Customer (Medians): 
Wisconsin (500-13,000 

customers) ........-.....-. 478 400 516 557 

FPC (500-32,000 customers) -__| 565 531 708 744 


Median Percentages of Residen- 
tial Kwhs. to Total Residen- 
tial, Commercial, and In- 
dustrial: 

Wisconsin (500-13,000 
customers) --_.........---.. 40.8% |25. 
FPC (500-32,000 customers). _/49.5 {81 














J \22.6%|17.38% 
28.0 {22 





The effect of this difference on the com- 
parability of the Wisconsin and FPC 
overall ratios of distribution property 
is not entirely clear. It does not appear, 
however, that this difference would 
make the FPC averages per residential 
customer lower than would apply under 
Wisconsin conditions. 


Distribution Operating Expenses per 
Customer: Federal Power 
Commission 


Operating expenses per customer de- 
pend upon many factors which affect 
any attempt to determine what are 
normal and necessary amounts. Ex- 
penses are in part dependent upon man- 
agerial policy. They vary from time to 
time and place to place depending upon 
labor rates and material prices. The 
factors named also affect investment 
per customer, of course, but are prob- 
ably more important in the case of ex- 
penses, particularly when a single year’s 
expenses are used, as in the FPC study. 
Consequently, in a statistical analysis 
of operating expense ratios, considerable 
variation from the averages is to be 
expected. 

Overall average distribution operat- 
ing expenses per customer as shown by 
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the Federal Power Commission’s data 
are summarized as follows, omitting the 
same cities of over 300,000 population 
as in the analysis of investment per 
customer: 


Mep1an Ratios oF DistrRIBUTION OPERATING 
ExpENSES PER CUSTOMER 








All Private 


Municipal 
Companies 


Utilities 





Residential 
Commercial 
Industrial 


All Urban 
Customers - - - 














It will be observed that overall expenses 
per customer and expenses per residen- 
tial customer in municipal utilities 
average lower than in private companies. 
However, the significance of this is not 
clear. The municipal utilities are all in 
cities of 70,000 population or larger, 
while the private utilities with one ex- 
ception (Portland) are in much smaller 
cities. Furthermore, three of the muni- 
cipal utilities (Tacoma, Springfield and 
Lansing) have unusually low expense 
ratios, while the other three (Los 
Angeles, Seattle and Pasadena) have 
ratios averaging about the same as the 
private companies. 

Average ratios of total operating ex- 
penses per customer, as determined by 
the Federal Power Commission, are 
classified by type of customer, size of 
city, and average consumption per cus- 
tomer in Table VII. This table indi- 
cates no significant relationship between 
operating expenses per customer and 
average consumption per customer. The 
apparent relationship in the case of the 
overall ratios per urban customer (com- 
bining all classes) upon closer analysis 
appears to have little significance. The 
two ratios which are combined to form 
each of the medians of the first three 
classes are in each case ranked on either 
side of the median for the fourth class, 
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so that the overall median is the same 
as that for the fourth consumption class, 

Some tendency does appear, however, 
for the ratios of operating expenses per 
customer to decrease with size of city 
served. This tendency is evident in the 
case of residential, commercial and 
combined costs, but does not appear in 
the case of operating expenses per in- 
dustrial customer. The explanation of 
the exceptionally low costs per customer 
for cities from 70,000 to 107,000 popula- 
tion is not evident, but these may result 
simply from the fact that three out of 
the four municipal utilities composing 
this group appear to be operated with 
relative economy. 


Distribution Operating Expense per 
Customer: Wisconsin Utilities 


Table VIII summarizes average ex- 
pense ratios for 1935 in different groups 
of Wisconsin electric utilities. Medians 
are used, comparable with the averages 
previously computed from the Federal 
Power Commission data. These aver- 
ages indicate substantial differences 
among ownership groups of utilities, 
although the reasons for such differences 
are not fully disclosed by these data. 

Before comparison with the FPC data, 
the Wisconsin average expense ratios 
need to be further analyzed. The Fed- 
eral Power Commission’s ratios previ- 
ously discussed cover only urban dis- 
tribution and, except for four cases, 
cities of over 10,000 population. The 
Wisconsin ratios for private companies, 
except in a few cases, cover companies 
serving areas including, typically, a few 
fair sized cities, many small towns and 
villages, and a substantial number of 
rural customers. To make the Wiscon- 
sin data comparable to the Federal 
Power Commission’s ratios, urban areas 
must be selected, so far as these can be 
separated, and the data must be classi- 
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fied by size of city. To facilitate such 
analysis, expenses of Wisconsin private 
companies were broken down by operat- 
ing divisions in cases where such divi- 
sions are maintained, and ratios per 
customer were computed. This break- 
down was carried out for distribution, 
utilization, and commercial expenses, 
but was not obtained for new business 
or general expenses. A large portion of 
these classes of expense is incurred at 
the general offices, and the assignment 


by operating districts is to a certain 
extent arbitrary. Furthermore, varia- 
tions in these expenses appear to de- 
pend primarily on management policy. 
For these reasons, it was decided that 
an analysis of new business and general 
expenses by divisions would not be prof- 
itable. 

The operating expense ratios by divi- 
sions were analyzed to determine the 
influence of the following three factors: 
(1) percent of rural customers to total, 


TaBLe VII. Mepran Ratios or DisTRIBUTION OPERATING EXPENSES PER CUSTOMER: 
FEDERAL PowER Commission Stupy* 








Classification by 
Size of City 
(Population) 


Number 
Cases 


Classification by Average Kwhs. Used per Customer 





Residential 400-600 


600-800 All Cities 





8.48 


$ 7.32 $ 9.60 
11.72 .76 
- 54 
.67 


55 
17 


/ 





3,000-5,100 





$ 10.93% 
14.80 
28.07} 
11.67 


12.49 
i. 





30,000- 
§2,000 





13,000-40,000 
70,000-107,000 
Over 300,000 


$ 73.88 
132.66 
79.81 
36.05% 


79.81 
7 





1,400-1,600 2,300-4,700 





All cities 
Number cases 4 











$13.69 
9.61f 











4 + 





* Above table excludes Washington, Puget Sound Power and Light Company in Seattle, and Northwestern Electric Company 


in Portland. 
t The industrial classification was not used for two cities. 
¢ One case only. ; 
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TasBce VIII. 
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Wisconsin Crass A ann B Ecectric UTILitiEs: AVERAGE EXPENSES 


PER CUSTOMER, 1935 








Private Utilities by Ownership Groups 


Municipal 





Group A 


Group B 


Group C Group D Utilities 





$ 3.70 
72 
2.89 
2.59 


Distribution 
Utilization* 
Commercial 
New business 


$ 2.61 
“as 
3.12 
1.65 


$ 2.59 
«2f 


2.78 
-79 


$ 2.45 
.43T 
1.96 
.96 





Sub-total* 
General and miscellaneous... . 


$ 10.03 
7-59 


$ 7.63 
6.34 


$ 6.67 
5.78 


$ 6.41f 


4.02 





$ 17.62 
5 


All expenses 
Number of utilities 








$ 13.97 
2 


$ 9.43T 


$ 12.49 
3 8 














+ Eecaine sane as operation and maintenance. 
amp 





(2) average size of community served, 
and (3) average kilowatt-hours sold per 
customer. 

The effect of the proportion of rural 
customers is shown in Table IX. The 
Group A companies are shown separate- 
ly because ratios in this group average 


t expense, since this practice was discontinued during 1935. 


materially higher than in the other 
groups. It will be observed that dis- 
tribution and utilization expense per 
customer tends to be greater in the divi- 
sions and companies with a greater per- 
centage of rural customers. Commer- 
cial expense per customer, however, 


TaBLe IX. Wisconsin Crass A anno B E ectric UTILITIEs: 


RELATIONSHIP OF DisTRIBUTION ExpENSE Ratios To PERCENTAGE OF Rurat CusToMERS, 


AVERAGES oF DivisionaL Ratios, 


1935 








Median Averages 





Number of 
Divisions 
or Companies 
in Group 


Percentage Rural to 
Total Customers, 1935 


Distribution 
Operation 

and 

Maintenance 


Commercial: 
MeterReading, 
Billing, Col- 
lecting, etc. 


Customer 
Installation 
and Inspec- 
tion Work 





Group A Companies 


13 
2 
8 


All companies a7 


All Other Private Utilities 


All companies 


Municipal Utilities 








.29 
63 


-33 
§2 


04 


.18 
-94 
-33 
.gI 


.88 


32 
.19 
.09 
32 


-57 


$ .78 
.68 


94 
.07 


.80 


.90 
74 
.10 


94 


-OI 


70 
75 
14 
22 


-76 


24 
.86 


34 
66 


.27 
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does not show significant variations 
among the groups with less than 20% 
rural customers. In the private utilities 
with over 20% rural customers, com- 
mercial expense ratios are higher, but 
this probably results primarily because 
of the small average size of the urban 
communities served in such districts. 
Every case falling in this group which 
has a high commercial expense ratio 
has an average size of less than 200 
customers per community. 

This brings us to the next basis for 
classification—the average size of the 
communities served. A summary analy- 
sis on this basis is presented in Table 
X, where only divisions or companies 
with less than 5% rural customers are 
included. This group represents as 
closely as possible the costs of urban 
distribution. For reasons already re- 
cited, Group A companies are again 
separately shown. 


The averages in Table X indicate 
generally lower unit costs, considering 
only distribution, utilization and com- 
mercial, in the divisions and companies 
with a larger average size of community 
served. However, data for utilities with 
more than 1,000 customers per commu- 
nity do not definitely indicate decreasing 
costs per customer after this point. Too 
few cases of this class have been studied 
to permit a definite conclusion regarding 
the significance of this fact. 

In the case of distribution operation 
and maintenance, higher ratios occur in 
utilities with less than 1,000 customers 
per community, and lower ratios in 
utilities larger than this. No definite 


trends are observable in the utilities 
either above or below 1,000 customers 
per community. Customer installation 
and inspection work in the Group A 
companies shows a declining trend as 
average size of community served in- 


TaBLeE X. Wisconsin Crass A anp B Etecrric UTILITIES: 
RELATIONSHIP OF DistRiBUTION ExpENSE Ratios To AVERAGE SIzE oF CoMMUNITY, 
AVERAGES oF DivisionaL Ratios, 1935 








Expenses per Customer (Median Average) 





Number of 


Average Customers 
per Community 


Divisions or 
Companies 
in Group 


Distribution 
Operation 
and 
Maintenance 


Customer 
Installation 
and Inspection 


Commercial: 
MeterReading, 
Billing, Col- 
lecting, etc. 





Group A Companies 
(Less than 5% Rural) 


All Other Private Utilities 
(Less than 5% Rural) 


10,000-18 5,000 


Municipal Utilities 
(Less than 5% Rural) 
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creases, while in the other private utili- 
ties those with more than I,ooocustomers 
per community have large average 
utilization expense ratios. Commercial 
expenses per customer show the greatest 
responsiveness to average size of com- 
munity and here, in the group of All 
Other Private Utilities, is the only in- 
stance where the declining trend defi- 
nitely continues through the divisions 
and companies with 10,000 and more 
customers per community. 

It should be mentioned that the classi- 
fication of the different companies and 
divisions was on the basis of the average 
number of customers per community. 
The typical operating division, or com- 
pany with no divisions, consists of a 
larger community with the surrounding 
rural area and small towns. An average 
of 400 customers per community might 
result from one city with 10,000 custom- 
ers and 50 small towns and villages with 
from 50 to 1,000 customers. It will be 
readily apparent that average expenses 
per customer in such a district may not 
represent what these would have been 
if one community of 400 customers were 
served. In brief, the data in Table IX 
exhibit the tendencies just noted, but 
do not necessarily measure the average 
expenses which should prevail in com- 
munities of the sizes indicated. 

The relationship of the expense ratios 
to average kilowatt-hour sales per cus- 
tomer was analyzed in considerable 
detail, and very little evidence of corre- 
lation between these ratios was dis- 
covered. Such correlation as exists was 
conflicting in different groups of utilities 
and classes of expense. 

The preceding analyses of expense 
ratios excluded new business and gen- 
eral classes, for which the detail by divi- 
sions was not obtained. Classification 
of new business and general expenses 


per customer, considering total com- 
pany ratios, on the basis of percent rural 
and number of customers served is 
summarized as follows: 








Other | Munici- 
Private 


pal 
Utilities | Utilities 





New Business Expense per Cus- 
tomer—1935* 
Utilities with less than 5% 
rural 
Utilities with more than 5% 


General and Miscellaneous Ex- 
pense per Customer—1935* 
Utilities with less than 5% 
rural 
Utilities with more than 5% 


Utilities with: 
500 to 2,000 customers. 
2,000 to 7,000 customers- --_ 
Over 10,000 customers. 

















*Median averages. 


This table apparently indicates no 
relationship between new business ex- 
pense per customer and the factors used 
for classification, except that the group 
of Other Private Utilities shows an in- 
creasing trend in this expense per cus- 
tomer as size of company increases. In 
the case of general expenses per cus- 
tomer, the ratios tend to be higher in 
smaller companies and in those with 
greater percentages of rural customers. 
This relationship is similar to that pre- 
viously noted in distribution, utiliza- 
tion and commercial expenses. 

A comparison of Federal Power Com- 
mission data with the averages of Wis- 
consin ratios may now be made. The 
FPC study included only one city with 
less than 1,000 customers (Marianna, 
Arkansas), and this will be excluded 
in comparing th«se data with the Wis- 
consin averages. For Wisconsin only the 
averages of divisions and companies 
with over 1,000 average customers per 
community and less than 5% rural cus- 
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tomers will be used. This comparison 
is shown as follows: 


OPERATING ExPENSES PER CUSTOMER 
MeEpIAN AVERAGES) 








Wisconsin Utilities—1935 
(Overall) t 





| 

| 

| 

| Other 

| F PC | Group A | Private | Municipal 

Overall* | Companies} Utilities Utilities 

| $ 2.44 $ 2.79 $ 2.32 
.50 .62 ? 

2.56 1.84 1. er 
.82 2.59§ ‘ .00§ 

$ 3.859 





Distribution -_ - 
Utilizationt - _ _! 
Commercial__- 
New business- 


All Expenses) $ 6.52 $ 7.689 














on, Puget Sound Power and Light 


* Excluding Washin; 
nn Electric Company in Port- 


Company in Seattle, 
land, and Marianna, Arka: 

t Including only utilities — over 1,000 customers per 
community and less than 5% of rural customers. 

t Excluding street lighting expense, and in the case of Wis- 
consin utilities, lamp renewal expense as this practice was 
discontinued during 1935. 

This is the average of all utilities of this ownership group, 
since percent rural and size apparently have little relationship 
to new business expense ratios 

§ Computed as median of total distribution, utilization and 
commercial expenses per customer, plus the above average 
new business expense ratio. 


Wisconsin municipal and private util- 
ities, other than Group A companies, 
have lower average ratios of expense per 
customer than the cities studied by 
the Federal Power Commission. The 
Group A companies in Wisconsin have 
higher average ratios. This statement 
applies to the average of total distribu- 
tion, utilization, commercial and new 
business expenses per customer, shown 
in the preceding table, and also to dis- 
tribution operation and maintenance 
per customer. In the case of utilization 
and new business expenses, both groups 
of Wisconsin private companies average 
higher than the FPC data, the Group 
A companies’ new business expense 
ratios being particularly high. In com- 
mercial expense per customer all Wis- 
consin utilities average considerably 
lower than the cities studied by the 
Federal Power Commission. 

General and miscellaneous expenses 
have been omitted from the above tab- 
ulation because a direct comparison of 
FPC and Wisconsin data is not possible. 


The Federal Power Commission included 
only the portion of general expense 
which was considered to be allocable to 
distribution, while the Wisconsin data 
include total general expense. The basis 
for allocation used by the Federal Power 
Commission was not disclosed. Lacking 
such information necessary to make the 
data comparable, no allocation of gen- 
eral expenses of Wisconsin utilities was 
attempted. 

There appears to be sufficient differ- 
ence between average expense ratios of 
Wisconsin utilities and those determined 
from the FPC data to render the latter 
averages inapplicable to Wisconsin. This 
leaves us without average expenses per 
residential customer, since the ratios 
computed for Wisconsin utilities in- 
clude only overall averages. These are 
probably too high for application to 
residential customers. Estimates must 
therefore be resorted to if expenses per 
Wisconsin residential customer are to 
be obtained. These estimates may be 
made by use of the relationship of the 
Federal Power Commission’s ratios for 
residential customers and for all cus- 
tomers. The average percentages of 
residential ratios to overall ratios in the 
FPC study are summarized as follows: 


AVERAGE PERCENTAGES OF RESIDENTIAL EXPENSE 
- Ratios To OvERALL Ratios 








Median of 
Percentages 


or 
Each City 


Relationship 
of Median 
Expense 
Ratios 


Percentages 
Used in 
This Study 





Distribution 
Utilization 
Commercial 


10% 
90 
93 


12% 
100 

94 

88 


1% 
95 


94 
88 





New business. 88 











Using the percentages in the third 
column above, applied to the overall 
expense ratios, the estimated Wisconsin 
averages of expenses per residential 
customer are stated as follows, showing 
also the averages of Federal Power 
Commission data for comparison: 
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EstimMaTeD AVERAGE Ratios OF EXPENSE PER 
RESIDENTIAL CUSTOMER 








Federal 
Power 
Com- 

mission* 


Wisconsin Utilities, 1935 


Other 
Group A Private 
Companies] Utilities 


$ 2.00 
Utilizationt- __ ¥ .60 
Commercial _. _ - 1.75 
New business - ; 2.25 


$ 6.60 





Municipal 
Utilities 


$ 1.65 
0 





Distribution _ - 


All expenses { 

















* Excluding Washington, Puget Sound Power and Light 
Company in Seattle, Northwestern Electric Company in 
Portland, and Marianna, Arkansas. 

t Excluding street lighting expense and, for Wisconsin util- 
ities, lamp renewal expense. This latter practice was discon- 
tinued during 1935. 

t Total of individual average ratios shown. 


Total Distribution Expense per 
Residential Customer 


The preceding analyses have indi- 
cated that the average costs of distri- 
bution property per customer deter- 
mined from the Federal Power Commis- 
sion’s study are probably applicable to 
Wisconsin conditions. Chart I (page 


239) shows these unit costs for the resi- 


dential class. On the basis of this chart, 
the cost of distribution property per 
customer would average about $53 for 
cities averaging 720 kwhs. per customer 
(60 kwhs. per month). To this amount 
may be added the average investment 
per residential customer in land, struc- 
tures, general equipment, and working 
capital applicable to distribution, which 
on the basis of the FPC data, is about 
$9.00. This brings the total distribution 
investment per customer to $62 for 720 
kwhs. per customer. 

Annual fixed charges may be estimated 
at 11.8%, which is composed of 6% 
for return, 3% for depreciation, and 2.8% 
for taxes. The depreciation allowance 
is determined on a 5% _ sinking-fund 
basis, assuming a 20-year life and zero 
net salvage. The percentage allowed 
for taxes is the 1935 average ratio of 
taxes accrued to estimated total electric 
property for all Wisconsin private utili- 
ties. All taxes are included in this 


allowance—property, income and gross 
revenue taxes. 

This method of allowing for taxes 
differs from that followed by the Federal 
Power Commission. In their study taxes 
in each city, excluding income taxes 
and the federal 3% tax on revenues, 
were allocated to distribution on an un- 
disclosed basis. Such an allocation in- 
volves a detailed study, and in Wiscon- 
sin would be complicated by the fact 
that utilities are assessed by the Tax 
Commission on the basis of property 
value, earning power, and other factors. 
These assessments are not broken down 
by classes of property. The tax allow- 
ances made by the Federal Power Com- 
mission for private utilities average 2.3% 
of fixed capital in the residential class, 
and 2.4% for combined classes. Four 
municipal utilities studied set up no 
taxes, while Seattle and Tacoma accrued 
taxes. 

The Federal Power Commission com- 
puted return at three rates, 5%, 6%, and 
7%, and depreciation at 3%. The basis 
for the depreciation allowance was not 
stated, but presumably was on the sink- 
ing-fund basis as no deduction was 
made for accrued depreciation in figur- 
ing return. 

On the basis of 11.8% for fixed charges, 
the total such charges applicable to dis- 
tribution, using the fixed capital figure 
previously stated, would be $7.32 per 
year per residential customer where con- 
sumption averaged 720 kwhs. Operating 
expenses (other than general expense) 
per residential customer in Wisconsin 
privately owned utilities have previously 
been estimated at $4.25 for private 
utilities other than Group A companies. 
This covers distribution operation and 
maintenance, utilization, commercial, 
and new business expenses in utilities 
averaging Over 1,000 customers per 
community, and with less than 5% 
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rural customers. No estimate of the 
amount of general expense per residen- 
tial customer, applicable to distribu- 
tion, was made for Wisconsin utilities, 
and in the absence of such an estimate 
the Federal Power Commission’s data 
for cities of 13,000 to 40,000 population 
may be used. These cities average 
$2.40 per residential customer. 


Adding up the fixed charges and oper- 
ating expenses previously stated, total 
annual costs of distribution are $13.97 
in private companies in Wisconsin (other 
than Group A companies) for places of 
10,000-40,000 population averaging 720 
kwhs. annually per residential customer. 
This amounts to I.g94c per kwh. 


This does not mean that this figure 
of 1.94c per kilowatt-hour should be 
carried over into a residential rate 
schedule, and all customers charged 
this amount per kilowatt-hour to cover 
distribution costs. It should be clear 
from the preceding discussion that dis- 
tribution costs are not related in any 
marked degree to the number of kilo- 
watt hours consumed. These costs 
depend more on the mere connection 
of the customers, and hence theoreti- 
cally should be largely paid through a 
customer charge. If distribution costs 
are to be collected through a charge 
per kilowatt-hour, this should be in- 
cluded for the most part in the first 
blocks of the rate, say the first 50. The 
average use in the first block is always 
less than the full size of the block be- 
cause not all customers use as much as 
this amount. With an overall average 
of 60 kilowatt-hours per month, approxi- 
mately 35 kilowatt-hours would repre- 
sent the average use in the first block of 
so. If for rate-design purposes it is 
assumed that charges for the first 50 
kilowatt-hour block should cover dis- 
tribution costs applying to the average 
use in this block, then a rate of 3c 
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to 3%c per kilowatt-hour in the first 
block of 50 would cover distribution 
costs in the average private utility 
(other than Group A companies) operat- 
ing in an average city of over 10,000 
population. This rate does not include 
generation and transmission costs, of 
course. 

We re-emphasize the fact that the 
above calculations of distribution costs 
use Federal Power Commission data on 
investment per residential customer, on 
general and miscellaneous expenses ap- 
plicable to distribution, and on the 
relationship of residential costs to overall 
average costs. 


Conclusions 


The conclusions which have been 
derived in this study are summarized in 
the following paragraphs. 

1. The Federal Power Commission’s 
study indicates that average distribu- 
tion property per customer tends to be 


higher in cities with larger consumption 


per customer. Lowest average invest- 
ment per customer exists in the cities 
with 70,000-107,000 population. The 
cities both smaller and larger than this 
group have higher ratios. 

2. Analysis of costs of distribution 
property per customer in Wisconsin 
cities yields the same conclusion— 
namely, that such ratios tend to be 
higher when use of electricity per cus- 
tomer is larger. In addition, the Wis- 
consin study indicates a tendency for 
higher ratios in smaller communities. 

3. When cities of the same class are 
compared, the average investments in 
distribution property per customer de- 
termined by the Federal Power Com- 
mission and by analysis of Wisconsin 
data are very similar. This indicates 
that averages determined from the FPC 
data are probably applicable to Wis- 
consin conditions. 
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4. Distribution operating expenses per 
customer in the cities studied by the 
Federal Power Commission average 
lower in larger cities. Apparently, such 
expenses per customer are not affected 
by the average amount of current con- 
sumed per customer. 

5. Analysis of expenses per customer 
in Wisconsin discloses that these are 
affected by several factors: 

a. Such ratios tend to be different 
in companies of different ownership 
groups, and lower in municipal than 
in private utilities; 

b. Distribution and utilization ex- 
penses per customer tend to be higher 
in companies with larger percentages 
of rural customers to the total; 

c. Distribution and commercial ex- 
penses per customer tend to be lower 
in utilities serving larger communities; 

d. New business expense per cus- 
tomer appears to depend primarily 
on the policy of the management; 


e. General and miscellaneous ex- 
penses per customer tend to be higher 
in the smaller companies and in those 
with larger percentages of rural cus- 
tomers. 


6. Wisconsin’s municipal utilities and 
private companies, other than Group A 
companies, have lower average expenses 
per customer than the cities studied by 
the Federal Power Commission (con- 
sidering distribution, utilization, com- 
mercial and new business). 

7. Costs of electric distribution in the 
average city of over 10,000 population, 
based partly on FPC data and partly 
on Wisconsin costs, are covered by a 
rate of 3c to 3%4c per kwh. in the first 
block of 50, except in the average 
Group A company. On this basis most 
distribution costs are covered by the 
rate on the first 50 kwhs. This figure 
does not include any allowance for gen- 
eration and transmission costs. 
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New York Real Estate: Its Taxation and 
* Assessment 
By JOHN E. BURTON* and DOROTHY C. BURTONt 


sails the good ship Real Estate, 

or should that Homeric analogy 
read “‘Between the ‘coming boom’ and 
the ‘coming crash’? Much has been 
done to the institution of real estate, 
aboard ship and ashore, to run it on the 
rock or to suck it into the whirlpool, and 
as much and more in contrast must be 
done to put it into smooth water. Serious 
problems confront those people charged 
with ownership or administration of 
real estate, and the writers consider the 
real estate tax problem one of the ills 
most deeply entrenched which will 
stand to defeat other efforts to heal 
unless positive action is taken. 

The real estate tax problem is age-old, 
the survivor but not the product of 
many depressions. Yet it remains and, 
in several jurisdictions, continues to 
grow. Research indicates that reforms 
have proceeded largely from state gov- 
ernments and even the monetary benefit 
thereof to real estate lies hidden within 
rising local budgets. The field for real 
estate tax relief lies within the local 
taxing jurisdictions, and the times they 
have tried to make a clean tackle of the 
problem are conspicuous by their pau- 
city. 

Printer’s ink and verbal invective 
have been used lavishly in denunciation 
of the burden placed upon real estate by 


FP asin che, Scylla and Charybdis 


* Director of Research, Mortgage Commission of 
the State of New York. 

+ Formerly Research Associate, Institute for Eco- 
nomic Research, Inc., and Property Research, Inc. 

Authors’ Note: The present research report is the 
result of a personal curiosity to ascertain the substance 
and dimensions of the above problem in New York City. 
The writers acknowledge with appreciation the co- 


operation of the Institute for Economic Research, Inc., . 


tax systems which are modern only in 
the sense that they exist in recent time. 
All in all, little more than spending 
more money has been accomplished and 
the proportion of such increasing local 
budgets falling on real estate unfor- 
tunately has kept pace. 

Further words concerning the real 
estate tax chaos in general only increase 
reader satiety, but the writers have 
conducted several researches into the 
real estate tax structure of New York 
City which lessen the reliance upon 
generalization and undocumented rhet- 
oric. Possessed of foreknowledge of the 
findings to be presented herein, the 
writers may state that the situation en- 
countered in New York City should 
not be considered as necessarily typical 
of local real estate tax situations 
throughout the country. Statistical 
inquiries indicate that bad as the aver- 
age situation may be, New York City 
conditions are abnormal in many im- 
portant respects. 

To approach the New York situation 
as an individual case scarcely invites a 
connotation of “isolated.” Its collec- 
tion of income from real estate in 1935 
exceeded the combined incomes of the 
states of Arizona, Delaware, Idaho, 
Maine, Montana, Nevada, New Hamp- 
shire, New Mexico, North Dakota, 
Rhode Island, Utah, Vermont and Wy- 


and Property Research, Inc., in the preparation of the 
rea! estate selling price records which are used in testing 
the Manhattan assessments; the help of the Mortgage 
Commission of the State of New York and the Real 
Fstate Board of New York in securing the confidential 
income data from property owners; and the expert 
assistance given freely by Miss Veronica C. Haran, 
Mrs. Marion R. Knehr and Mr. William R. McWil- 


liams. 
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oming.!. Property owners and rent 
payers in Greater New York approxi- 
mate 2,000,000, and its total of popula- 
tion which are concerned in the situa- 
tion exceeds that of Ohio, the fourth 
ranking state in the union. Statistics 
are unnecessary to indicate the enormity 
of the problem of savings and invest- 
ments in the great financial institutions 
which are factors in the situation be- 
cause of large unwanted real estate hold- 
ings. New York City provides a broad 
and fruitful field for statistical tax in- 
quiry. 

Revenue Sources of Cities over 100,000 

Population 


The financial statistics of 94 cities 
with more than 100,000 population in 
1934 provide a wide base for examining 
the burden and trend of taxes upon 
real estate and for comparing the situa- 
tion in New York City with that in the 
other 93. The study is made for the 
even years from 1922 through 1934’, 
and the revenue considered is that total 
credited to a city for governmental 
purposes exclusive of borrowing. The 
total revenue collections of the 94 
cities in 1922 was $1,698,564,000, of 
which New York City represented $408,- 
450,000 and the other 93 cities $1,290,- 
114,000. By 1930 the aggregate revenue 
had swollen to $2,819,262,000, with 
New York accounting for $725,646,000 
and the others $2,093,616,000, or in- 
creases over 1922 of 78% for New York 
and 62% for the 93. After 1930 some 
retrenchment set in and the increase of 
1932 over 1922 became 62% for New 
York and 50% for the companions, but 
in 1934 New York hit 97% and the 93 
continued down to 48%. 

From the standpoint of this inves- 
tigation, the total revenue collections 

1 New York Advancing—A Scientific Approach to 


Municipal Government (New York: Municipal Refer- 
ence Library, 1936), p. 27. 


of the cities can be analyzed according 
to: (1) taxes collected solely from real 
estate; (2) other taxes obtained through 
personal property, poll levies, business 
and non-business licenses, and sales of 
many varieties; and (3) other forms of 
revenue not usually considered as taxes, 
including special assessments, fines, sub- 
ventions, rents, interest, earnings, and 
the like. This analysis may be visualized 
in Chart I, where the total revenue for 
New York and the 93 cities is exhibited 
as 100% for each year irrespective of 
the increasing amounts of the totals. 
The three classes of revenue, depicted 
by the respective black and hatched 
areas on the chart, show the proportion 
of each year’s total revenue coming 
from those three sources. The impact 
of local finances upon real estate stands 
out at a glance, but of even greater 
significance is the disparity between 
New York and the 93 other cities 
studied. The following data give pre- 
cision to the first impression grasped 
from the chart: 


Total Revenue 
Percentage of 1922 
New York 3 Cities 
100% 

120 
141 
159 
162 
150 
148 


Real Estate Taxes 
Percentage of Total Revenue 
New York 93 Cities 


69% 
65 
65 
66 
65 
68 
62 


Year 


NS os nats eae 


2 Data developed from Financial Statistics of Cities 
(Washington: Bureau of the Census) for the respective 
years, 
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New York City has obtained con- 
sistently about 65% of all its revenue 
from real estate and the other munici- 
palities have held close to %. The 
differential is shown at the bottom of 
the chart. In 1932 this over-par dollar 
equivalent of the New York real estate 
tax was $108,138,000, and $92,945,000 
in 1934. 

Casual observation may indicate to 
some readers that the New York City 
situation has shown some improvement 
in favor of real estate because the black 
area in the top figure receded in 1934 
from 1932. The impression is both a 
statistical and optical illusion. In 1932 
the New York real estate collections 
did not fall behind 1930 as_ heavily 
as did other taxes and revenue other than 
taxes, so that the relative share of all 
revenue coming from real estate rises 
close to the 1922 high. In 1934 the total 
New York revenue was $803,018,000 
instead of $660,403,000 as in 1932, 
which increase carried increases in dol- 
lar amount for both real estate and 
other revenue. The 1934 real estate tax 
collections were $47,825,000 greater than 
those for 1932. The trends of the actual 
dollar amounts here considered are in- 
serted on the chart for New York City 
and the other 93. The statistical 
illusion is the result of more money 
raised and more money spent. 

These financial statistics of 94 cities 
with populations exceeding 100,000 in 
1934 demonstrate that real estate is 
the “Old Dog Tray” of local finances, 
and that Father Knickerbocker is more 
abusive of his faithful friend than is the 
average of the other keepers. The 93, 
on the whole, have been more successful 
in producing relatively more taxes from 


3 This device of city-wide and borough-wide special 
assessments may easily be expanded, and probably 
has been, to carry expenditures which should be in- 
corporated in the ordinary expenditures to be met by 


sources other than real estate and 

greater revenue other than taxes. 

Taxes Levied on New York City Property: 
1915-1930 

The back of the “‘bill for real estate 
taxes” issued by the Department of 
Finance of the City of New York pro- 
vides statistics interesting and illumi- 
nating to any inquiry into the real estate 
tax and assessment situation. The 
budget and taxes scheduled on that bill 
back are not inclusive of the total 
revenue collections which were matters 
for consideration in the previous ex- 
amination, since certain local govern- 
mental expenses and coverage thereof 
by revenue are held to be special and 
are handled outside of the calculations 
used in arriving at the tax levy upon 
property for any given year. These 
statistics, however, are indicative of the 
levies made upon New York City 
property during the 22-year period. 

The levies upon property during this 
period were made by the State of New 
York prior to 1930, and by the City 
through the general property tax and 
through city-wide and _ borough-wide 
special assessments that approximate a 
general tax because they are collectible 
with the general tax and are of such wide 
spread’. The aggregate of these levies is 
shown in Table I, where the ascent from 
1915 through 1932 stands out clearly, 
rising from $159,787,000 to $534,140,000 
in the latter year or an increase of 
234.3%. In the last four years the level 
of these levies stood between 183.3 and 
195.0% of the 1915 amount. 

The proportions of this series of levies 
upon property represented by the State, 
the city property tax, and the “at 
large” (city- and borough-wide) assess- 
ments are indicated in the table for the 
tax levies within a 2% real estate tax limit. The tax 


limitation is evaded through such a use of special 
assessments. 





1915. 
1916. 
1917. 
1918. 
191g. 


1920. 
Ig21. 
1922. 
1923. 
1924. 


1925. 
1926. 
1927. 
1928. 
1929. 


1930. 
1931. 
1932. 
1933. 
1934. 


1935. 
1936. 


*Date 
the Cor 
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respective years. The largest propor- 
tion ascribed to the state tax fell in 
1916, but the heaviest actual dollar 
levy came in 1921 when $22,041,000 was 
sought from property. After 1929 the 
State abandoned this source of revenue 
but the relief was swallowed up by local 
increases. The greatest impact of city 
and borough special assessments came 
in 1934, when the levy reached $32,- 
600,000, and that levy has exceeded 
$12,000,000 each year since 1927. The 
levies upon property in Greater New 
York have been predominated by the 
local property tax, ranging between 
g1.9 and 99.4% of the total during the 
22-year period. 

The general property tax levy of the 
City of New York must be considered 
from the standpoint of two classes of 
expenditures—long-term debt charges 
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and city and county appropriations for 
other than interest and redemption of 
long-term debt. In the latter case, 
excluding debt charges, the levy is 
limited to 2% of the assessment roll 
(constitutional limitation for jurisdic- 
tions of more than 100,000 population). 
Close to 24 of the City’s property levy 
operates within the limitation, with the 
unlimited debt services making up the 
balance. 

These statistics, except for those of 
the widespread special assessments, per- 
tain to the general property tax, which, 
but fora slight adjustment, is equivalent 
to saying “the real estate tax.” The 
assessment rolls upon which the prop- 
erty tax levies are spread include 
special franchises and until 1934 per- 
sonal property. In 1933 the total roll 
of real and personal estate was $18,- 


Tasie I, Direct GoveRNMENTAL Levies upon New York City Property, 1915-1936* 








Amount 


Per Cent of the Annual Total 





New York 


Total City Property 
State 


Tax, State Tax and 
“At Large” Assessments 
(000 omitted) 


City Property Tax Levy 


Within 2% 
Limit 


City and 
Borough 
Special 
Assessment 





Total Long-Term 


Debt Service 





$159,787 
175,651 
176,843 
203,401 
204,756 


222,546 
283,669 
287,772 
295, 803 
312 ,665 


APUwawe AH 


327,952 
361,442 
402,024 
442,145 
464.717 


497,399 
513,435 
534,140 
455,802 
471, 296 








468,549 
452,683 





28 .82% 
27.70 
30.58 
28.16 
28.53 


26.29 
21.66 
22.04 


21.59 
20.88 


60% 99.40% 
91.94 
99-31 
94.69 
95.71 


92 
92. 
94- 
95. 
93 - 


240 
06 
40 
54 
07 


46 
71 
86 
83 
92 


23.20 
24.32 
24.32 
23.58 
23.42 


94. 
93- 
94. 
93- 
93- 


28.79 
31.13 
29.94 
23.37 
24.73 


27.79 
29.59 


20 
88 


94. 
95. 
96.81 


95.70 
93.08 
96 
97. 


AFoOhn fNNHH 





.08 
28 








92 
-72 


nwo 


67.69 | 





*Data developed from reports as follows: Proceedings, 
the Commissioners of Taxes and Assessment. 


Board of Aldermen; Annual Report of the Comptroller; and Report of 
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776,064,973, of which but $319,059,715 
was personal estate and $697,160,314 
special franchises. Real estate repre- 
sented 94.6%, personal estate 1.7%, and 
special franchises 3.7% of the aggregate 
roll. In 1936 real estate represented 
95.8% and special franchises 4.2% of 
the total assessment base. This demon- 
stration of the New York City general 
property tax as a real estate tax may be 
grasped more clearly in a later analysis 
of the growth of city assessments since 
1915. 

Thus far we see real estate taxes 
providing a much larger proportion of 
Greater New York’s entire revenue 
collections than real estate is called upon 
to provide proportionately in all other 
cities with a population in excess of 
100,000. Prior to 1930 a small propor- 
tion of the total levy made upon real 
estate each year proceeded from the 
State, but since 1929 the entire direct 
real estate tax load has been lodged 
with the local administration. 

The comparative analysis of New 
York and other cities’ revenues and the 
description of levies upon property in 
New York since 1915 are but indirect 
approaches to the situation. While 
they suggest that a serious problem lies 
back of the general findings, a deeper 
analysis should be made to draw that 
problem into open relief. The problem 
has two parts: (1) the initial burden 
of the tax upon real estate and the fact, 
already demonstrated in the compara- 
tive analysis, that other sources of 
revenue have not been drawn upon 
seriously for the relief of real estate; 
(2) the making of real estate assessments 
as a base for tax application. Before 
approaching the making of assessments 
in New York City, it is possible to 
examine more directly the impact of 
real estate taxes upon real estate owners. 


Real Estate Income Taken by Local Taxes 


The most satisfactory test of the 
burden of any direct tax is its measure- 
ment in respect to income, since in this 
manner blanket trends and averages 
are reduced to a unit which can be 
applied to each and every property 
rather than that all-encompassing whole 
of “New York real estate.” Toward 
this end we have received confidential 
operating statements for 54 income- 
producing properties’ in the Borough of 
Manhattan for the years, 1928 /29, 
1930, 1932, 1934 and 1935. It is no easy 
task for owners or management agents 
to reach into the past to furnish such 
data, and this sample has been received 
in reply to requests addressed to more 
than too large property owners and 
management agents. We have iearned 
by experience that properties for which 


‘past history is available tend to be 


those with better supervision and man- 
agement, and we believe that our 
sample of 54 properties, therefore, should 
be above average for all income-pro- 
ducing property on Manhattan. For 
this reason, we present our findings as a 
description of what real estate taxes 
mean to the 54 properties, and infer 
that those findings tend to be a mini- 
mum in the face of an average tax burden 
for the entire borough. 

The gross income collected for each 
property for 1928 or 1929 and the other 
four years was reported and, being actual 
collections, vacancies, bad debts and 
allowances were automatically consid- 
ered. Expenses were reported before 
the payment of real estate taxes or 
before setting aside funds to offset de- 
preciation and obsolescence, but finan- 
cial items such as interest, ground rent 
or dividends were stipulated to be ex- 
cluded from expense. The assessment 
made against each property was ascer- 
tained and the tax for each year was 
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extended through the tax rates. The 
results of this examination are set forth 
on Chart II. 

This group of 54 properties was 
assessed at $91,520,000 in 1930, and 
produced in that year a gross income of 
$14,829,230. Using 1928/29 as a base, 
the indexes of income and expense are 
shown below the chart and indicate the 
percentage trend thereof. Income, 
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gross and net, and expense rose to 
1930, but by 1932 the income slide had 
set in and it continued through 1935. 
Gross income collections dropped 35.2% 
from 1928 /29 through 1935 and operat- 
ing expense exclusive of taxes and re- 
placement 15.9%, so that net income 
before taxes and depreciation tumbled 
42.4%. To be completely outdone by 
its companion indexes, real estate taxes 
stepped up 5% for 1930 over 1928 /29, 
stayed up at 3.2% increase for 1932, 
receded 7.9% behind 1928/29 in 1934, 
and 7.7% in 1935. Real estate taxes 
show a sympathy for rising income, but 
very little for the reverse situation. 

It is impracticable to try to estimate 
or calculate an adequate charge for im- 
provement replacement when physical 
and economic wear and tear have had 
their day. That charge can be deter- 
mined but time has not permitted such 
necessary research. Local taxes upon 
property have taken from 22.7% to 
36.6% of net income before replacement 
charges and before real estate taxes 
during the five periods examined. The 
increasing “take” per year is shown 
below Chart II. 

The Assessment of Real Estate 


A large part of the real estate tax 
problem in New York City is occasioned, 
in the first instance, by the assessment 
of real estate to provide a base for the 
application of the real estate tax rate. 
“Tax rate X aggregate assessment roll 
= aggregate real estate tax,” and in that 
trite formula conflicting tendencies may 
arise. The duty of the Department of 
Taxes and Assessments is to provide 
the assessment roll; another body de- 
termines the financial needs of the City 
and computes the tax rate; still another 
body collects the tax; and the three 
functions are separate and unrelated 
under ordinary circumstances. Certain 
ingredients of city finances, however, 
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tend to throw the factors of the formula 
into sharp conflict. 

The State Tax Law stipulates that: 
“All real property subject to taxation shall 
be assessed at the full value thereof.’* 
The Greater New York Charter, after 
outlining certain other duties of deputy 
tax commissioners (assessors), states 
that they shall furnish under oath: 


“, . also the sum for which, in their judg- 
ment, each separately assessed parcel of 
real estate under ordinary circumstances 
would sell if it were wholly unimproved; 
and separately stated, the sum for which, 
under ordinary circumstances, the same par- 
cel of real estate would sell with the im- 
provements, if any thereon; ... ”® 


The State Constitution limits the in- 
debtedness of counties and cities to 
“ten per centum of the assessed valuation 
of the real estate subject to taxa- 
tion,’ excluding as debt so defined 
temporary indebtedness to be met from 
current or next succeeding tax collec- 
tions, certain forms of a self-liquidating 
variety, and water-supply indebtedness 
not to exceed 1/10 of 1% of aggregate 
taxable assessments of real estate and 
issued for a term not to exceed 20 years. 
The same paragraph® of the Constitu- 
tion establishes a tax rate limitation as 
follows: 


“The amount hereafter to be raised by tax 
for county or city purposes, in any county 
contajning a city of over one hundred thou- 
sand inhabitants, or in any such city of this 
state, in addition to providing for the prin- 
cipal and interest of the county or city debt, 
shall not in the aggregate exceed in any one 
year two per centum of the assessed valua- 
tion of the real and personal estate of such 
county orcity...’ 


The New York City tax levies upon 
real estate during 1934, 1935, 1936 and 
1937 have been conditioned by one 
other factor known as the Bankers’ 


4 New York State Laws, Ch. 60, § 8. 
5 Greater New York Charter, § 889. 





Agreement entered into October 30, 
1933 and terminating December 31, 
1937. Therein the City, in exchange for 
financial assistance from several bank- 
ing institutions, covenanted among other 
things that it would stand in default if 
its complete tax levy upon real estate 
exceeded a certain formula amount in 
the neighborhood of $440,000,000, in- 
cluding debt service. 

While the Bankers’ Agreement pegs 
the overall local tax burden upon real 
estate close to $440,000,000, it does not 
circumvent the conflict which arises in 
the tax-producing formula given above. 
By excluding long-term debt service 
charges from the tax rate calculations 
we can change that formula to read: “‘.o2 
X aggregate assessment roll =aggre- 
gate real estate taxes available for city 
and county purposes minus debt serv- 
ice.” Supplying further actual figures we 
have for 1936: .02 X $16,678,763,548 
= $333,575,271. The back of the 1936 
tax bill showed that the aggregate 
budget was $552,041,842.56 (not the 
aggregate to be raised in revenue and 
spent, but the budget used in arriving 
at the real estate tax rate). After de- 
ducting $133,945,777.54 for debt serv- 
ice, there remains $418,096,065.02 again 
to be reduced by an estimated General 
Fund (for reduction of taxation) of 
$109,002,676.00 and an estimated deficit 
of $2,650,232.25, to leave $306,443,- 
156.77 as the amount levied within the 
2% tax limitation. The amount was 
within its limit, but for purposes of 
demonstration suppose that the assess- 
ment roll was 17.6% higher than “full 
value” and the formula should produce 
$283,538,980 instead of $333,575,271. 
The tax limit would either be broken or 
there would be a greater deficit. If the 
1936 assessment roll should have been 
reduced by 15%, then the 2% tax limit 


6 Constitution of New York State, Art. VIII, § ro. 
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was evaded. It is obvious that the 2% 
tax limit can become a fulcrum beneath 
a teeter-totter with assessments at one 
end and taxes at the other. It is un- 
fortunate that taxes and debts which 
approach near a legal limit influence 
real estate assessments, but such is the 
case. 

Real Estate Assessment: 

A Technical Problem 


The assessment and equalization of 
real estate for purposes of taxation are a 
technical appraisal problem and should 
be so considered. The assessor’s task 
is that of an appraiser, and the assessors 
of this country represent the largest 
appraisal institution imaginable. They 
must appraise all taxable property in a 
very short time, so that they are bound 
to follow short-cuts in their estimating 
of value. 

The appraisal short-cuts embraced in 
an assessment system that might come 
near to being scientific depend upon 
certain standard units. Such units are 
employed in an effort to “package” 
as much of real estate value as possible, 
and treat it as some standardized com- 
modity. Among the appraisal methods 
this particular approach is known as a 
summation appraisal, that is, land is 
appraised upon the basis of units, then 
the building according to its units and 
the two added together. 

The assessment system of the City 
of New York purports to be such, but 
the entire structure is sadly lacking in 
modern mechanization and an avail- 
able and controlled set of records sup- 
porting the appraisals or assessments 
arrived at by the deputy commis- 
sioners.” Too great reliance is placed 
upon “rules of thumb” of more than a 
hundred separate deputies, which are 


7See Report of Commissioners of Taxes and Assess- 


ments, 1935, Pp. 7. 
8 A readily available source for inspection of such a 


kept quite secret. The base units for 
land and building, the enhancement of 
land value because of depth, corners 
and plottage, and the deductions be- 
cause of physical and economic condi- 
tions of the building should be clearly 
indicated for public inspection. If an 
assessment is correctly made, there is no 
reason why this should not be so. 

The permanent public record cards 
used in Cook County, Illinois and Mil- 
waukee, Wisconsin are good examples 
of open publicity given to assessment 
methods and results.* In addition to 
certain supporting detail, a taxpayer 
should expect to be able to review an 
assessment against his property in some 
fashion such as follows: 


Land Appraisal 
Front and depth.......... 40’ X 125’ 
inn cv keneeaeei $90 .00 
Depth factor............. 1.00 
I eT Pere eee 
I TREON, «oben occ ws cawdn de wess 
NS oko ees ec cars $90 .00 
Resulting Appraisal.... $3 ,600 .00 
Building Appraisal 
Unit content of building... 1015 sq. ft. 
Ln eae $6 .50 
Reproduction cost new..... $6 597 .50 
Percentage of new condition 80% 
Resulting Appraisal...... $5 ,278 .co 


Land and Building Appraisal.$ 8,878.00 


Within the appraisal of the value of 
the land as unimproved, a considerable 
part of a fair and equitable assessment 
rests upon the determination of the so- 
called “standard unit front-foot value.” 
Particular caution is to be exercised, 
especially in periods like the 1930’s, 
to keep unit values from exceeding an 
actual level of value. In addition to the 
problem of the aggregate trend of land 
value, the preparation of unit land 





card is Herbert D. Simpson’s, Tax Racket and Tax 
Reform in Chicago (Chicago: Institute for Economic 
Research, 1930, p. 147). 
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values is confounded by shifts and move- 
ments. A predominant factor in the 
value of urban land is situs, so that it is 
as susceptible to economic forces creat- 
ing obsolescence as are buildings. All 
factors causing obsolescence do not 
react equally upon land and building, 
for some events which cause obso- 
lescence of buildings may at the same 
time cause land to increase in value, but 
value movements and trends should be 
followed in determining standard unit 
values, or the resulting appraisals will 
be inequitable. 

The new reproduction cost as of an 
assessment date is but a starting point 
in building assessment procedure, a 
point from which many steps have to 
be taken. In the first place, a portion of 
that reproduction cost has been con- 
sumed and enjoyed through the physical 
wear and tear of use and age, which 
necessitates the application of the de- 


preciation factor. This adjustment does 
not cover all factors which may cause 
the cost of production of a building to 
differ from its value, for no recognition 
has been given those economic factors 


known as obsolescence. One of the 
reasons for assessment inequalities is 
found in the assessor’s lack of recogni- 
tion of these factors. 

It is difficult to set up depreciation 
tables which are not influenced by ob- 
solescence, because but few classes of 
buildings in American cities have been 
allowed to live out their complete 
physical life. Because of this, annual 
building life ratios based upon probable 
useful life are more reliable than those 
based upon physical existence. Life 
ratios based upon probable useful life 
of buildings include the effect of phys- 
ical wear and tear, or depreciation, 
and an effect of obsolescence. They 
should become the assessor’s working 
factor between reproduction cost of 
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buildings and the estimate of value as 
affected by physical and economic 
factors. 

Under certain circumstances the above 
deductions will not be sufficient to 
lower the reproduction cost to the level 
of the building value, because the hap- 
hazard and unpredictable causes of 
obsolescence should not be included in 
the experience table of probable useful 
life. These extraordinary causes of 
obsolescence must become a matter of 
individual examination and research; 
fortunately they are extraordinary and 
the exception rather than the rule. 

Assessors should follow some stand- 
ards in respect to depreciation and or- 
dinary obsolescence, and furthermore 
should indicate their treatment in some 
public assessment record. If these 
factors have not been recognized, the 
taxpayer should be able to ascertain as 
much. 

When the assessors combine land and 
building value estimates, the result is 
an estimate of the value of the entire 
property. But, they should realize 
that the results are only estimates which 
have been arrived at by a short-cut and 
should be subjected to checks and tests. 


New York City Property Assessment 
Roll, 1915-1936 


The aggregate taxable property assess- 
ment roll of the City of New York in- 
creased from $8,461,000,000 in 1915 to 
$19,977,000,000 in 1932, an increase of 
136%. The trend between I915 and 
1936 and the composition of the roll for 
each year are indicated in Table II. In 
1915 the aggregate taxable property roll 
of the City was composed of 56.1% 
land, 35.3% buildings, making 91.4% for 
real estate in the ordinary sense of the 
word; 4.4% for special franchises and 
4.2% for personal property. At its 
peak in 1932 the roll contained 46.2% 





NEW YORK TAXATION AND ASSESSMENT 


land, 48.6% buildings, 94.8% for the 
two; 3.4% special franchises and 1.8% 
personal property. 

While the aggregate roll increased 
136% in the 17 years, land assessments 
increased 94.4%, buildings, 225.7%, spe- 
cial franchises 77.1%, and personal prop- 
erty remained practically stationary. 
After 1932 the aggregate taxable roll 
fell off a bit; after 1933 personal estate 
left the roll, special franchises in- 
creased somewhat, and real estate was 
reduced in both land and building. In 
the building assessments we have no 
control with which to judge their rise 
and fall, since new assessments attach 
to the roll through new construction and 
old assessments should wear away 
through depreciation and obsolescence. 

We have a closer control for land, 
except for a movement into and out of 
the exempt class. In 1915, 19.5% of all 
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real estate (taxable and exempt) was 
exempt from taxation; in 1920 it was 
21.2%}; 1925, 23.5%; 1930, 22.0%; and 
1935, 21.5%. The adjustment for land 
alone scarcely would influence the trend 
of land assessments shown in Table II. 
The value of New York’s 198,330 acres 
of land has increased in response to 
demand. That total demand has grown 
with population and commercial in- 
creases, but within such an aggregate 
demand there is a shifting resulting in 
real and proportional increases and de- 
creases. We shall pass by this latter 
problem as too large and complicated 
for development in the present survey. 

Was the value of New York City’s 
land equal to $7,563,000,000 for 1936? 
Did it rise to $9,225,000,000 for 1932 
or October 1, 1931? Should the assess- 
ment as of October 1, 1935 be approxi- 
mately that as of October 1, 1927? Did 


TaB_e IJ. AGGREGATE ASSESSMENT Roti oF New York City Property, 1915-1936* 
(000,000 omitted) 








Improve- 
ments 


Total 
Roll 


Personal 
Estate 


Land and 
Improve- 
ments 


Special 
Franchises 





$2,984 
3,065 
3,123 
3,240 
35353 


3,486 
4,501 
45724 
4,956 
5,277 


5,752 
6,309 
6,897 
7,647 
8, 360 


8,711 
8,941 
9,719 
8,964 
8,456 


8,292 
8,420 











$8, 461 
8,584 
8,674 
8,590 
8,790 


$380 $352 
425 377 
462 419 
439 251 
410 362 


$7,729 
7,782 
7,793 
7,900 
8,018 


8,924 
10, 186 
10,462 
10,813 
11,380 


418 297 
428 213 
427 211 
430 217 
429 231 


8, 209 


240 12,142 
13,257 
14,838 
16,154 
17,447 


454 
476 259 
504 298 
501 308 
536 


564 
626 
673 

97 
692 


18, 583 
19,162 
19,977 
18,775 
16,457 17,149 
15,952 697 
15,983 695 


16,649 
16,678 














*Data developed from Report of the Commissioners of Taxes and Assessments. 
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New York land value double between 
the Armistice and October 1, 1931? 
These questions present something of a 
problem in assessment or appraisal 
verification. Perhaps a few clues can 
be uncovered. The problem is of such 
size that perspective can easily be lost, 
and clues are difficult to uncover when 
they are sought after too great an 
elapse of time. To suit both we have 
not tried to go farther back than 1928. 


Land Assessment Trend in Cities over 
100,000 Population, 1928—1936 


We have already compared the im- 
pact of New York City’s revenue collec- 
tions upon real estate with the average 
situation obtaining within the other 
93 cities with populations exceeding 
100,000, but we are involved here in 
seeking some test of the trend of New 
York assessments since 1928. Instead 
of adjusting the aggregate roll for a de- 
creasing volume of new construction 
during the 30’s, the test can be made on 
the basis of land assessments alone. 
Fifty-eight of the 94 cities appraise or 
assess their land and improvements 
separately, and questionnaires were sent 
to each of the 58 requesting their aggre- 
gate land assessments for 1928 and each 
succeeding year. Each assessor was re- 
quested to adjust the aggregate roll for 
any change in the area of the city in- 
volved so that the replies might reflect a 
trend for a comparable unit of land. 

Data were obtained for 27 cities out 
of the 58 which might have replied. 
Land assessment indexes were prepared 
for each city and they have been plotted 
on Chart III, which is not a surrealistic 
impression of a chicken’s profile but the 
trends for each city from 1928 as a base 
year. With but one exception New 
York’s 20% rise in land assessments to 
1931 topped by far the remaining series 
of data. The one exception was its 
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NEW YORK, CHICAGO AND OTHER CITIES 
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satellite, Yonkers, N. Y., which carried 
on to a 23.2% rise for 1932. The assess- 
ments for New York’s Borough of Man- 
hattan shaded this rise, however, by 
3/10 of a point in 1931. The series for 
Manhattan is plotted on the chart since 
certain of our data are confined to that 
borough. 

The majority of the replies furnished 
data through 1935. The cities included 
on Chart III and the reduction of their 
land assessments between the 1928 and 
1935 assessment rolls are shown below 
with Chicago leading the list in re- 
ductions: 


Chicago, Illinois . 
Cleveland, Ohio $4. 
Los Angeles, Calif................. 4l. 
Canton, Ohio 

Toledo, Ohio 

Columbus, Ohio 

Tacoma, Wash 

Seattle, Wash 

Duluth, Minn 

Spokane, Wash 

Cincinnati, Ohio 
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Denver, Colo 
Youngstown, Ohio 
St. Paul, Minn 
Trenton, N. J 
Minneapolis, Minn 
Buffalo, N. Y 
Bridgeport, Conn. (1934) 
Washington, D. C 
Richmond, Va 
Milwaukee, Wis 
oo City, N. J 

ew Haven, Conn 
Borough of Manhattan 
New York City 
Paterson, N. J 
Providence, R. I 
Yonkers, N. Y 


* Increases. 


mG COCO COMO 


Ob itr es 


* 


_ 


* * 


With much ado the reassessment of 
1928 in Cook County, Illinois started 
things in Chicago, but little fuss has been 
made over the other 15 large cities 
which reduced their assessments in a 
range of 16 to 52% from 1928. Tax- 
payers in New York City, and par- 
ticularly Manhattan, complain of over- 
assessments, i. €., assessments greater 
than value, and the experience from 
other large cities would seem to bear 
them out, unless there was great under- 
assessment on New York’s 1928 roll, or 
an appreciable amount of overassess- 
ment on the many other cities’ 1928 
rolls. It is not usual to find overassess- 
ment of property unless such a condi- 
tion is occasioned by straining debt or 
tax limits,. and under ordinary condi- 
tions one would tend to ascribe the re- 
ductions shown above to a fall in real 
estate values. As to an underassess- 
ment in New York for the 1928 roll, the 
direct answer would have to be dtawn 
from research beyond the financial 
ability of the writers to provide but, 
indirectly, we have been able to test the 
1934, 1935 and 1936 assessment rolls 
for the Borough of Manhattan, which 
results shall be set forth, and on the 
basis thereof we feel warranted in con- 
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cluding that New York City, or at least 
Manhattan, should stand higher in the 
land assessment reduction - schedule 
above. 


Real Estate Assessment—Net Income 
Trend 


Before we leave the field of tests by 
trends we should refer once more to the 
data relative to the 54 income-pro- 
ducing properties in Manhattan. We 
have already described what taxes 
meant to those properties, but now we 
are dealing alone with assessments (land 
and building) and we can see how the 
assessors’ estimates of value have been 
in or out of line with the trend of net 
income produced since 1928/9. Using 
net income after taxes but before re- 
placement of capital in the improvement 
for 1928/9 and the assessments made 
against the 54 properties for the same 
period as a base of 100%, the following 
indexes show the course of income and 
assessments: 


Net Income 
100 
106 
gI 
59 
47 


Year Assessment 


It appears that assessments and in- 
comes broke between 1930 and 1932, 
but the assessments broke down but 
one point while net income dropped 15 


points. The disparity between the 
assessment s/ope and the income drop 
to 1935 is evident above. It was stated 
that income was the net before estab- 
lishing a reserve to offset depreciation 
and obsolescence. If this reserve were 
properly established, the decreases in 
real net income since 1930 would be 
greater than one would normally ex- 
pect because income-producing prop- 
erty on Manhattan has received the 
impact of a large amount of extra- 
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ordinary obsolescence during the pres- 
ent decade. It is doubtful that this in- 
creasing obsolescence can be counter- 
acted even by the lowered rate of in- 
terest or capitalization occasioned by 
the depression. Values and net income 
do not run an even course, but falling 
incomes during four or five years of the 
magnitude registered above should be 
expected to dent values by more than 
the assessments admit. 


Manhattan Real Estate Assessments 
Tested by Sale Prices 


In the first three sections of this 
study we were concerned with real 
estate taxes levied upon New York or 
Manhattan real estate. In the last 
four sections we focussed our attention 
upon assessments irrespective of what 
taxes those assessments might occasion, 
and we developed certain series of data 
which we feel must bear some relation 
to the trend of real estate values. Here 
we come to a method of examination 
where trend comparisons need not be 
relied upon, and assessments can be 
subjected to a direct test, i. e., in 
bona fide transfers, what was the rela- 
tion between selling price and assess- 
ment of the property transferred? 

The use of selling prices from bona 
fide transfers for checking and testing 
assessments for purposes of taxation is 
widespread, and the method has been 
criticized, but the criticism has been 
directed as much against errors in the 
method as against its weaknesses, and 
more against use of specific sales as an 
index for specific assessments than 
against a mass of sales to test an equal 
mass of assessments. In general, not- 

% Interested readers should refer to: Scholz, Karl, 
“Inadequacy of Actual Selling Price of Real Estate as 
Evidence of Fair Present Value for Purposes of Taxa- 
tion,” cxivi1 Annals of the American Academy of 
Political and Social Science 157 (March, 1930); Simp- 


son, Herbert D., Tax Racket and Tax Reform in Chicago 
(Chicago: Institute for Economic Research, 1930); 
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withstanding criticism of the method, 
it is difficult to find a fairer or more 
equitable device for testing. Within a 
large number of sales will be found a 
“crystallization of public opinion”’ rela- 
tive to a rate of return, income, loca- 
tion, cost of production, etc., in their 
effect upon value. 

Enough has been said concerning use 
of a sale-price test under ordinary con- 
ditions, but in New York City some 
persons contend that there is a joker in 
the deck. It has been stated that the 
City Charter instructs assessors to find 
for purposes of taxation the sum for 
which a property would sell ‘under 
ordinary circumstances.” It should not 
be difficult to ascertain the meaning of 
that phrase. In the majority of cases 
where such instructions are given the 
phrase would read “in a transaction be- 
tween a willing buyer and a willing 
seller,” or words to that effect. There is 
a definite and predominant school of 
thought following this interpretation 
of the joker. On the other hand, a few 
construe the phrase to mean a “normal 
market,” and, even if they are correct 
in their interpretation, they are open to 
the question: “What is a normal mar- 
ket?” 

We have used but one word through- 
out this study to indicate a base for real 
estate taxes—va/ue, without adjectives 
fore or aft. It is academic to argue 
what the word means, and when a 
meaning would be decided upon all 
measures of it are but estimates, and it 
is with the estimates that we are con- 
cerned. We are not looking for a normal- 
time market because we would not 


Simpson, Herbert D. and Burton, John E., Valuation 
of Vacant Land in Suburban Areas (Chicago: Institute 
for Economic Research, 1931). 

10See Rowlands, David T., “Commonly Accepted 
Evidences of Real Estate Value for Purposes of Taxa- 
tion,” cxivi1 Annals of the American Academy of 
Political and Social Science 88 (March, 1930). 
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know it if we found it; we are testing 
assessments in the Borough of Man- 
hattan through sale prices involved in 
bona fide real estate transfers. Dr. 
Herbert D. Simpson of Northwestern 
University, in describing similar tests 
by use of 1931 and 1932 transfers in 
Chicago, has aptly stated the basis 
upon which we have proceeded: 


“All of these transfers were, of course, made 
under conditions of depression. In that 
sense, they were not as ‘voluntary’ as sales 
of real estate in 1928 and 1929. But it must 
be kept in mind that in so far as these trans- 
fers represented only the general conditions 
of hardship and distress and even financial 
embarrassment that were common to the 
whole community, that fact does not make 
them on bona fide or untypical; they would 
not be typical if they did not reflect these 
conditions. It is depression conditions that 
make real estate values what they are, and 
any index of actual values should represent 
all the elements of distress that go with the 
depression.” 


This part of the study is a test of 
Manhattan real estate assessments on 
the basis of transfers which have stood 
up under close inspection of their bona 
fide character. The accuracy and fair- 
ness of the test depend upon the method 
followed in obtaining the transfers. 
The method will be outlined at some 
length and then the statistical findings 
will be described. 

1. Every real estate transfer in the 
Borough of Manhattan made between 
December 31, 1933 and March 31, 
1936 has been scrutinized; that total 
volume was 16,322 conveyances. We 
have not had to think about securing a 
typical sample because our “sample,” 
to begin with, was the whole under 
consideration. With this large volume 
for subject matter, we set about dis- 
carding cases which would not meet 

“Real Estate Deflation in Chicago, 1928-1933,” 


Report VI, Joint Commission of Real Estate Valuation, 
Chicago, October, 1933, p. 4. 


several tests of bona fide character. 
The enormous amount of work involved 
in direct conveyance examination was 
lessened somewhat by use of the very 
valuable weekly lists of recorded con- 
veyances published by the F. W. Dodge 
Corporation in the Real Estate Record 
and Builders’ Guide. We were able to 
discard thousands of cases without 
further examination, but those which 
were not discarded forthwith were 
“searched” in the Hall of Records. In 
proceeding with this work the following 
rules were followed closely: 


a. Transfers obviously made within a family 
were avoided, since such sales may be 
attended by factors foreign to a normal 
market transaction. 

. Transfers made between persons with the 
same address were eliminated for the 
same reason. This may only be a doubt 
of bona fide character, but a doubt was 
sufficient for elimination. 

. Transfers which did not include full and 
complete property rights, such as a quit 
claim, were excluded. 

. Transfers involving trades were elim- 
inated inasmuch as the regular concept 
of price in a trade gives way to exchange 
in unstandardized units. 

. Transfers of the type where a “Nimrod” 
Corp. might convey to a “Dormin” 
Corp., or “Messrs. Sponcellar and Mc- 
Grath” might convey to a “Sponmac” 
Corp., etc., were obviously to be dis- 
carded. 

. Transfers pursuant to foreclosure (4,464 
out of the 16,322) were excluded, since 
the seller, or even buyer, are not “willing” 
in the usual sense. 

. Transfers to banks or other lending in- 
stitutions were excluded as “private 
treaty” foreclosures. 

. Transfers involving a mortgage for re- 
habilitation or other purposes beyond the 
purchase of existing property were elim- 
inated. 

. Every transfer not otherwise discarded 
was searched out to ascertain if the buyer 
had been a mortgagee, in which case a 
discard was in order. 

j. Transfer cases incomplete as to any 
facts necessary for applying the above 
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rules, as to encumbrances involved in the 
conveyance and as to an index of con- 
sideration paid over the encumbrances, 
were eliminated. 


After the long process of checking all 
transfers, 1,530 conveyances of real 
estate were found which passed close 
inspection for bona fide character. Our 
rules probably caused several normal 
transfers to be eliminated, but we be- 
lieve that those which remained repre- 
sent a sound basis of value estimates 
by “willing” buyers and sellers. During 
the checking and verification we se- 
cured the data with which it was neces- 
sary to proceed. The respective prem- 
ises, blocks and lots were known, types 
of property, encumbrances involved in 
the transfer, and from revenue stamps 
affixed to the conveyance documents we 
had a reasonably accurate index of the 
amount of consideration paid over the 
encumbrances.” 

2. The 1,530 cases with which we 
are dealing were sorted into three 
groups for purposes of determining the 
assessments made in each case. Sales 
consummated during the period from 
December 31, 1933 through March 31, 
1934, were checked for assessments 
against the 1934 roll; from April 1, 1934 
through March 31, 1935 against the 
1935 roll; and from April 1, 1935 
through March 31, 1936 against the 
1936 roll. Assessments in New York 
are originally made as of October 1 in 
the year preceding that of the roll and 
revised prior to March 1 following. 
Except for the three months of sales 
applied against the 1934 roll, the assess- 
ments are checked by sales occurring 
six months before and after the original 
date of the assessment. In the present 

12 Experience has shown that, on the whole, revenue 
stamps can be followed with very little error. (See 
Simpson, Tax Racket and Tax Reform in Chicago, p. 14.) 


There is a strong, if not stronger, tendency for more 
stamps than necessary to be affixed than there is for 
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study no distinction is made between the 
three groups of cases, but sale prices 
are compared with the assessments 
which most logically apply. Assess- 
ments for 1934, 1935 and 1936 are being 
tested as a whole, and not one par- 
ticular year. 

3. In the sale prices and the assess- 
ments, secured as above described, we 
had the two factors necessary for the 
test. The ratio of the assessment to the 
sale price was computed in each of the 
1,530 cases, i. e., each assessment was 
divided by each respective sale price. 
The remainder of the statistical de- 
scription will be concerned with these 
ratios. 

In describing the results of New 
York’s assessment system, we face two 
standards established by Constitution, 
precedent and local law: (1) there shall 
be equality among properties with re- 
spect to value, and (2) unless tax and 
debt limitations are to be violated, the 
assessments shall not exceed value. 
Using the 1,530 sale prices as estimates 
of value, where do the 1,530 companion 
assessments stand in respect to the two 
standards? 

In the first place, there is overassess- 
ment. The average overassessment per 
property or transfer is 31.4%. If the 
average property had sold for $100,000 
it would be assessed at $131,400 on this 
basis. This average assessment ratio is 
determined from the standpoint of 
taxpayers or property owners irrespec- 
tive of the varying sizes and values of 
their properties. By reference to Table 
III, the average is that of the several 
ratio classes weighted by the number 
of transfers falling within each class. 

If the assessments are to be looked 


less, so it might be that the computed sale price is 
higher than actual, but we have assumed that stamps 
over and under balance one another within our 1,530 
cases, 
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upon as a whole, irrespective of the 
variable unit sizes which go to make up 
that whole, the 1,530 properties sold for 
$132,924,801 and were assessed at $156,- 
200,700, which indicates an overassess- 
ment of 17.5%. Which index of over- 
assessment is to be used depends upon 
the approach. From the standpoint of 
the taxpayer as an individual, the over- 
assessment is 31.4% but from the stand- 
point of the City and the aggregate 
taxes levied on the assessments as a 
unit, the overassessment is 17.5%. In 
this connection refer again to pages 260-1 
where the possible effect of the 2% tax 
limit upon assessment levels is dis- 
cussed. If a 15% reduction were im- 


TABLE III. 
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puted to the entire roll, the 2% tax limit 
would be evaded. 

In the second place, the discrepancy 
between the 31.4% and the 17.5% arises 
because all 1,530 properties were not 
assessed at the same level; they were 
not equitably overassessed. Table III 
indicates that 35 properties or 2.29% of 
the total were assessed at less than 75% 
of sale price, and 95 properties or 6.21% 
were assessed at 200% or more of sale 
price. In terms of aggregate sale price, 
1.51% thereof fell below 75% and 1.75% 
went to 200% or better. 

Chartography may serve better in the 
way of description. Chart IV presents a 
manipulated frequency distribution, 


Rance oF Ratios oF ASSESSMENT TO SALE Price, MANHATTAN, JANUARY 


I, 1934—Marcu 31, 1936 
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wherein levels of assessments in relation 
to sale prices are actually levels on the 
chart, and where individual transfer 
ratios actually stand in their respective 
levels above, below or on the level of 
sale price (100%) or the average level 
of the assessments. 

The scale up and down the chart, 
shown at the left of the chart, registers 
the ratio, percentage or level of assess- 
ment to sale price. All sale prices are 
pegged at the 100% level. In the interest 
of simplicity we have charted but the 
distribution and average level com- 
puted on the basis of the number of 
transfers, making our approach from 
the standpoint of individual property 
owners. Both approaches must be made 
to exhaust the possibilities of statistical 
description and inquiry, but we are un- 
prepared for such exhaustion at the 
present time. The average level of 
assessment per property or transfer is 
drawn across the chart at 131.4%. 


The scale across the chart and shown 
at the bottom represents the number of 
properties which follow the solid black 
curve from the lower right-hand corner 
to the upper left-hand corner of the 
chart. Follow that curve from the lower 
right-hand corner—g7.71% of the 1,530 
cases, or 1,495 are assessed at 75% or 
more than sale price (it’s a “more than” 
curve); 96.66% or 1,479 at 80% or more; 
82.23% of the total at 100% or more; 
54.33% at 120% or more; 25.77% at 
150% or more; and on up the curve to 
where 6.21% or 95 cases are assessed at 
200% or more than their selling prices. 
That is all there is to the curve; it is a 
backward accumulation of the number 
of transfers that appear in the second 
column of Table III opposite the several 
ratio classes. Stick a red headed pin 
anywhere on the curve and a transfer 
card can be drawn from the file to match 
it. 

The overassessment indicated by these 
data will not come as a surprise to per- 
sons who are well versed in the tax and 
assessment situation in New York City, 
but the range of the assessments from 
below the 75% level to above the 200% 
level is more striking. On the average, 
the curve of assessments across the 
chart misses or deviates from the aver- 
age level per property or transfer by 
29.3%; i. e., the 1,530 levels or ratios 
were not concentrated sufficiently near 
the average to come closer than 29.3% 
of that standard. 

Such a deviation or variation from a 
standard can easily obtain without any 
intent in an assessment system which 
lacks systematic mechanical control and 
rests too heavily upon personal opinion. 
Real estate values are volatile and assessors 
should be free to spend the major part of 
their time in securing changing indexes of 
value instead of being machines for mak- 
ing some 7,000,000 statistical calcula- 
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tions and preparing over 1,300 hand 
written record books per year. 

The statistical data compiled merit 
further analysis but, pending that, one 
fact is obvious from the spread between 
31.4% OVverassessment per property and 
17.5% overassessment per the aggre- 
gate of the assessments. The simplest 
mathematics indicates that this may be 
occasioned by a regressive assessment. 
The properties of higher value must 
tend to be assessed at a lower level of 
sale price than the properties of lesser 
value, or the two indexes would be 
equal or stand in the reverse position. 
Offhand, such is the conclusion, but as 
the work is carried forward it may 
prove that types of property and dis- 
trict location carry a part of the explana- 
tion. 


Summary and Implications 


New York City has consistently ob- 
tained about 65% of its entire revenue 
from real estate through the general 
property tax—30% more than the aver- 
age taken from that source by all other 
cities with populations in excess of 
100,000. Since 1928 the impact upon 54 
income-producing properties in Man- 
hattan has risen from 22.7 to 36.6% 
of net income before taxes are paid or 
capital preserved. This net income of 
the 54 properties dropped 42.4% by 
1935, while taxes came down 7.7%. 
Governmental charges against New 
York property climbed 234% between 
1915 and 1932, and stood at a 183% 
level for 1936. The constitutional tax 
and debt limit may easily be a boomer- 
ang to inflate real estate assessment 
rolls. A wide discrepancy exists between 
the trend of New York land assess- 
ments and those of other large cities 
after 1928. Manhattan properties have 
been selling, on the whole, for less than 
their assessments. The average over- 
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assessment per property in the case of 
1,530 closely examined transfers was 
131.4%. While further research and 
analysis are in order, such are not neces- 
sary to demonstrate that an unhealthy 
situation exists. 

An alarmist might “‘go to town” with 
these findings, because they possess 
certain qualities in that direction. If 
real estate interests complain, the retort 
of “‘selfish interest” is weak in the face 
of the facts. The contribution of real 
estate owners to the problem through 
their mistakes and failure to join in 
sensible planning of the uses of their 
land and capital are evident, but when 
they are recounted in reply to demands 
for adjustment of the impossible situa- 
tion which exists, they are without 
point. Real estate health reaches far 
past real estate owners, and where 
some 65% of a local community’s 
revenue comes therefrom, it will do well 
for its own good not to stand in the way 
of its recovery. Whatever the past, 
New York real estate taxes are inequit- 
able and confiscatory. 

The facts from other cities would in- 
dicate that New York can find other 
sources of revenue to provide relief for 
its disproportionate load upon real 
estate. Researches should be made to 
ascertain how other cities are able to 
function without taking 65% of their 
revenue from this one source. We place 
the problem of the reduction of the 
aggregate of public expenditures be- 
yond present comment; we have not 
considered data relative to this aspect 
of the situation. 

There is no question concerning the 
need for a modern system of assessing 
property for purposes of taxation. A 
new system and a re-assessment are 
badly needed. Dr. Simpson has set up 
four characteristics of a good assess- 
ment system, two of which are very 
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much in order here. In addition to 
accuracy and economy he outlines: 


“In the third place, it is desirable that the 
general methods of assessment employed 
should be known to the taxpayers whose 
property is being assessed. Taxation is no 
field for arbitrary procedure or for arriving 
at results by vague and indefinite processes 
that are incapable of ready explanation. 
The humblest taxpayer has a right to know 
not only what his property is assessed at, 
but how it came to be assessed at that 
figure. In the fourth place, an efficient 
system of assessment will attain its results 
with a minimum waste of time, money, and 
patience in arguments with property owners, 
in complaints, hearings, appeals, and liti- 
gation and all the irritating processes that 
occupy so much of the attention of tax- 
payers at the present time. The sheer 
irritation of an incompetent and inequit- 
able system of taxation is one of its greatest 
costs.’"8 


A solution to the present situation is 
as important to the City of New York 
as it is to the property owners and rent- 
payers. Sound and equitable sources of 
revenue are a standard of advanced 
municipal administration. Assessments 
throughout a city that are consistent 
with values throughout the city can be 
indexes of great importance for public 
and private planning of land utilization. 
But to mention the conflict of the City 


13 Tax Racket and Tax Reform in Chicago, p. 11. 
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Housing Authority and the assessors 
concerning assessments in certain dis- 
tricts opens the door to a large room of 
implications. Assessments that can be 
followed as reasonably accurate indexes 
of value would provide a ready source 
for testing the wisdom and economy of 
the extension of public services into new 
and outlying territories. A long paper 
could be written concerning benefits 
which would accrue to the City if the 
problem of taxes and assessments were 
only partially answered. 

We have done little more than define 
the problem and demonstrate the mag- 
nitude to which it may run. The search 
should be carried deeper. Our sources 
of data which are restricted to the 
Borough of Manhattan should be ex- 
tended to the other boroughs. Real 
estate owners should provide data which 
are vital to an extension of the research. 
They have been literally swamped with 


questionnaires relative to this, that or 
another thing, but precious little of such 
data can be used for the tax and assess- 


ment problem. Real estate owners 
certainly have enough at stake to war- 
rant their cooperation in an intelligent 
and thorough investigation of this ser- 
ious problem. It would be a novelty if a 
City administration would assume the 
initiative; ample justification exists from 
a purely selfish standpoint. 





Some Unsolved Problems in Regulation of 
Railroad Depreciation Accounting 
By HAROLD D. KOONTZ* 


been made, the Interstate Com- 

merce Commission is making 
preparations for putting into effect an 
order promulgated in 1931 and providing 
for extension of compulsory depreciation 
accounting by steam railroads to road 
and structures accounts. This action 
may bring toa close the conflict between 
railroad managements and the Commis- 
sion over the proper extent of deprecia- 
tion accounting, a conflict dating for 
the most part from the first deprecia- 
tion orders of the Commission in 1907. 
But such action hardly means that all 
problems in this vexing subject have 
been solved. 

When the Interstate Commerce Com- 
mission was established in 1887, the 
practice of providing for depreciation by 
charging the replacement cost of worn- 
out assets to operating expenses had 
been quite generally accepted. As a 
matter of fact, the Act of 1887 made 
no mention of depreciation. The first 
few years of the Commission’s existence 
were occupied primarily with matters 
having to do with reasonableness of 
rates, rate discriminations, freight clas- 
sifications, and publicity of freight 
charges. Apparently, the determination 
of the Commission to require deprecia- 
tion accounting came as a by-product of 
this early attention to rates. Without 
accurate revenue and expense state- 
ments no judgment could be made of 
reasonable rates. Without a deduction 


ee postponements have 


*Assistant Professor of Economics, Colgate University: 
This paper is based in part upon research carried on 
in connection with a doctoral dissertation accepted at 
Yale University. 
191 1.C.C. Ann. Rep. 141. The Hepburn Act had 


for depreciation, revenue and expense 
statements would not be correct if re- 
placements which were in effect capital 
improvements were charged entirely to 
operating expenses. 

Because the Act of 1887 did not give 
the Commission authority to prescribe 
uniform accounting and compel compli- 
ance therewith, the Commission did not 
require depreciation accounting by the 
railroads until after the Hepburn Act 
of 1906. Although a comprehensive 
plan was not completed until 1914, the 
Commission announced its partial plan 
for depreciation accounting in 1907.! 
Under this plan, accounting for depre- 
ciation was made compulsory for equip- 
ment only. In consequence, nearly all 
the railroads refused to charge deprecia- 
tion on road and structures, and con- 
tinued their long practice of charging 
replacements in these classes of property 
directly to operating expenses.” 

The failure of these depreciation pro- 
visions to result in uniform and correct 
statements of expenses, combined with 
the attention drawn to depreciation ac- 
counting by government operation of 
the roads during the war and by income 
tax laws after 1916, had much to do with 
the inclusion in the Transportation Act 
of 1920 of a clause instructing the Com- 
mission to 


“ 


. . . prescribe, for the carriers subject to 
this Act, the classes of property for which 
depreciation charges may properly be in- 
cluded under operating expenses, and the 


amended the law of 1887 so as to give the Commission 
wide powers over railroad accounting and other matters. 

2 Reports for Class I railroads for 1934 show less than 
1% depreciation reserves accrued on road investment, 


See 


as against nearly 50% reserves on equipment. 
infra, note 15. 
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percentages of depreciation which shall be 


charged with respect to each of such classes 
of property...’ 


To carry out the provisions of the 
Act the Commission organized a depre- 
ciation section of the bureau of accounts, 
instructing that section to make a pre- 
liminary investigation of each class of 
carriers. As the result of this investiga- 
tion, the depreciation section issued a 
tentative report early in 1923 upon de- 
preciation charges of railroad and tele- 
phone companies. After wide distribu- 
tion of these reports, public hearings 
were conducted to give opportunity for 
submission of evidence by parties con- 
cerned. Thereupon, the reports were 
assigned by the Commission for full 
argument before that body. In the fall 
of 1926 the Commission issued a report 
and order which followed closely the 
findings of the depreciation section re- 
quiring the carriers involved to put the 
new system of depreciation accounting 
into effect by January 1, 1928. Follow- 
ing this report, the railroads filed a 
petition for further hearing. The request 
was granted and the effective date of 
the 1926 order was indefinitely post- 
poned. The Commission recognized that 
in devising the prescribed system of 
accounting for depreciation serious diffi- 
culties had been found, difficulties which 
had not been discussed in the case and 
for which it was uncertain the best 
solution had been found. 

The final report and order, made 
public in September, 1931, carried many 
detailed modifications from the original, 
but followed the principles of the earlier 
reports rather closely. This order, sup- 
posedly final, and from which no com- 
missioners dissented, was made effective 
January 1, 1933, thus giving the carriers 


3 The Act to Regulate Commerce, as amended Feb- 
ruary 28, 1920, Section 20 (5), 41 U.S. Stats. 493. 
4Reported in Depreciation Charges of Telephone 
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time to make necessary changes in their 
accounting systems.* 

Later, at the carriers’ request, the 
Commission postponed the effective date 
of the order. The railroads had declared 
that the existing business depression 
made setting up of depreciation accounts 
impracticable. Even though the final 
date for compliance has not yet been 
set, the Commission and most of the 
railroads are making preparations for 
putting the extended depreciation ac- 
counting into effect. 

Since the telephone companies were 
in entire sympathy with the use of de- 
preciation charges, the orders concern- 
ing them do not present as many points 
of issue as is the case with the railroads. 
In the present study it is proposed to 
survey rather briefly the depreciation 
accounting plan as developed in recent 
years by the Commission and to point 
out some of the problems for which the 
proposed solutions are not wholly satis- 
factory. 

The Interstate Commerce Commission's 
Depreciation Regulations 

One of the basic findings made by the 
Commission had to do with formulation 
of a concept of depreciation. Much of 
the conflict over depreciation has re- 
sulted from a divergence of views con- 
cerning its nature. The Commission 
adopted a loss-of-service-value concept 
of depreciation. It took as a basis the 
position that depreciation exists as a 
physical or functional fact, since, with 
passage of time, the number of service 
units originally in a piece of operating 
property diminishes. If these service 
units decrease, the Commission felt that 
service value must diminish over the 
life of a unit of property, even though 
that unit may function efficiently. In 
accounting for this loss of service life, 


and Steam Railroad Companies, 177 I.C.C. 351. The 
1926 report and order were in 118 I.C.C. 295. 
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the Commission required as a practical 
measure that only losses from factors 
which are reasonably predictable should 
be included. In carrying out this 
principle, the following factors were 
selected as reasonably predictable causes 
of loss against which depreciation 
charges must be made: age, wear, obso- 
lescence, inadequacy, and supersession. 
Wherever losses of property units are 
caused by circumstances not reasonably 
predictable, other methods, such as in- 
surance or amortization over the future, 
were suggested. 

It is interesting to note in passing that 
the railroads could very well accept this 
concept of depreciation, and, at the 
same time, advocate the replacement 
method® as a reasonable way of handling 
the depreciation loss. The Commission 
felt, however, that the depreciation re- 
serve system alone best reflects the 
“fact” of depreciation as the loss accrues. 
If depreciation exists as a fact, reasoned 
the Commission, it accrues gradually 
over the service life of property, and 
neither periodic operating costs nor 
asset costs could be stated accurately 
unless a reserve be accrued to offset this 
loss of service value as it accumulates.’ 

Once the depreciation reserve system 
was decided upon, the Commission was 
faced with several alternatives for cal- 
culating the periodic depreciation allow- 
ances. The Commission held that the 
straight-line method offered accurate 
enough results and was more practicable 
than refined methods such as the sinking- 
fund or annuity methods. 


5 Depreciation Charges of Telephone and Steam Rail- 
road Companies, 177 I.C.C. 351, 422. This concept 
bids fair to be widely used after acceptance of the gist 
of the Commission’s definition by the Supreme Court 
in Lindheimer et al. v. Ill. Bell Tel. Co., 292 U.S. 151, 
167 (1934). 

® Charging replacements directly to operating ex- 
penses. In some cases where property units are large, 
retirements are charged to operating expenses and the 
replacement is charged to the asset account. Hence 


The determination of service lives was 
left in the first instance to the carriers. 
They were to make estimates of service 
life applicable to their particular prop- 
erty, and to submit these estimates to 
the Commission for approval. As is 
customary with straight-line account- 
ing, these estimates were to be in units 
of time, e.g., years. But to meet objec- 
tions that depreciation based on time 
would make for inflexibility of annual 
charges, the Commission did provide 
that carriers might measure deprecia- 
tion in units of use, e.g., car-miles, if they 
could ‘“‘develop a sound plan for doing 
this.’’® 

The Commission allowed the railroads 
to use gross salvage value in computing 
the depreciation loss. It was well aware 
that using net salvage value (gross 
salvage value less cost of demolition or 
removal) would be sounder practice, but 
it espoused this apparent error on the 
grounds of practicability. The railroads 
had shown how difficult and expensive 
computation of net salvage value in 
track accounts would be, and had asked 
that in all instances the cost of recover- 
ing salvage be charged to operating 
expenses. The Commission acceded to 
this request “for the present” since it 
thought the difference to be “‘negligible.” 

In computing depreciation charges 
on equipment, the railroads have used 
the unit basis. In other words, each 
piece of equipment was depreciated as a 
unit, charges being made on each unit 
and such charges ceasing when the unit 
was fully depreciated or put out of 
service. Since the telephone companies 


the railroads have used both replacement and retire- 
ment methods. 

7 Depreciation Charges of Telephone and Steam Rail- 
road Companies, 118 I.C.C. 295, 308. The Commis- 
sion gives many other reasons for use of the deprecia- 
tion reserve method, based largely upon the argument 
that accruing depreciation reserves is sound finance. 

8 Depreciation Charges of Telephone and Steam 
Railroad Companies, 177 I.C.C. 414. 
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have accounted for depreciation by 
groups of property, they presented a 
_ strong case for depreciation charges to 
be made along these lines. The Com- 
mission agreed with the telephone com- 
panies, and provided that, for composite 
ledger and balance sheet purposes, a 
single reserve should be used, but that 
the carriers should maintain subsidiary 
records showing the depreciation. re- 
serves allocable to certain classes of 
property. 

Not all classes of depreciable property 
were included in the depreciation ac- 
counting plan. A few classes of property, 
obviously depreciable, were excluded for 
accounting purposes. For example, the 
account of “roadway small tools’ was 
omitted. While this account clearly rep- 
resents items subject to depreciation, the 
Commission thought it would be im- 
practicable to include this class of prop- 
erty in the plan. Other accounts, such 
as “grading” and “ballast,” were re- 
served for further study. On the other 
hand, “‘ties’”’ and “rails” accounts, cover- 
ing numerous units, were included as 
items upon which depreciation charges 
should be made, because of the financial 
significance of these items in the aggre- 
gate. 

One of the most difficult features of 
laying down a complete depreciation 
system was the depreciation base. Faced 
with what seemed to be adverse Supreme 
Court opinion,® the Commission pre- 
scribed original cost in principle as the 
depreciation base, instead of replace- 
ment cost or present cost. Because orig- 
inal costs were not always ascertainable, 
the Commission prescribed for the most 
part the use of ledger costs as being the 


9In United Rwys. & Elec. Co. v. West, 280 U.S. 234 
(1930) the Supreme Court held that in a rate case 
confiscation would result if depreciation charges were 
calculated on original cost where values had advanced 
above that cost. 

10 Depreciation Charges of Telephone and Steam 
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nearest practical approach to original 
cost. 

Some little difficulty was also en- 
countered in regard to past deprecia- 
tion against which no reserves had been 
accrued. Since depreciation is a fact, 
and because “‘accounting fails of its 
purpose if it does not supply the best 
available information with respect to 
this or any other similar fact,’’!® then to 
portray this fact, past depreciation for 
which no provision has been made should 
be taken into account. Even though 
believing strongly in the soundness of 
this position, the Commission felt that 
it did not have the legal authority to 
require the railroads to show this un- 
accrued depreciation on their books.!! 
As a result, the Commission made it 
optional with the carriers whether past 
depreciation unprovided for should be 
charged off, either in whole or in part, to 
profit and loss. But each carrier was 
ordered to make an estimate of this 
item and report it to the Commission 
for purposes of statistical record. 

From this very brief summary of rail- 
road depreciation accounting regulation, 
one can see the extraordinary difficulties 
which the Commission has faced in ex- 
tending the scope of such accounting. 
Not only has the Commission con- 
tributed to the understanding of depre- 
ciation accounting, but it is making a 
noteworthy attempt to bring about a 
more accurate statement of assets and 
expense in the country’s largest industry 
“affected with the public interest.” 
Nevertheless, there remain certain prob- 
lems both within the accounting system 
itself and outside of it concerning which 
questions arise. 


Railroad Companies, 177 I.C.C. 351, 457-8. 

11 Because of the decision in Board of Pub. Util. 
Comrs. v. New York Tel. Co., 271 U.S. 23 (1925) in which 
the Supreme Court held that present patrons of a 
utility cannot be relieved of their burdens because of 
past excess rates any more than they can be required 
to make up past deficiencies, 
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Depreciation Reserve Accounting 


So far as the Interstate Commerce 
Commission is concerned, setting up re- 
serves through depreciation allowances 
equal, at least approximately; to loss of 
service value of property is a policy 
about which no further doubt exists. In 
industrial accounting also this policy is 
widely accepted. In the telephone in- 
dustry, the practice of making liberal 
charges on account of depreciation has 
been very profitable, because these high 
charges could rather easily be passed 
on to users of the service.” 

From the time the Interstate Com- 
merce Commission first dealt with de- 
preciation, either in valuation or in 
accounting, the railroad’s depreciation 
policy has been fairly consistent. In 
short, the attitude of the carriers has 
been, and apparently is, summed up in 
the contention that depreciation is a 
matter of efficiency and, so long as rail- 
road property is maintained in efficient 


operating condition, depreciation does 
not exist. This concept of depreciation 
would obviously imply that there is no 
need for depreciation reserve accounting 
or deduction of accrued depreciation in 
valuation, excepting deferred mainte- 


nance. All necessary accounting for 
depreciation would be taken care of by 
expenditure within each fiscal period of 
enough funds in repairs, renewals and 
replacements to keep the property at a 
level of operating efficiency. 

No one would disagree with the state- 
ment that property does lose value 
through the causes which the Commis- 
sion mentions as “reasonably predict- 

The telephone companies were curbed to some 


extent in this liberal policy by the Supreme Court 
decision in Lindheimer et al v. Ill. Bell Tel. Co., supra, 
fog. 

13Tn 1936 the new classifications of accounts of the 
National Association of Railroad and Public Utility 
Commissioners, applicable to gas and electric com- 
panies, defined “depreciation” substantially as has the 
Interstate Commerce Commission. Before 1936, how- 


277 


able.” Where the Commission and 
carriers do disagree is on the deprecia- 
tion plan as ordered, or any: deprecia- 
tion reserve plan, as the best way of 
caring for that loss. The carriers believe 
that nothing will be gained except work 
and that operating expenses may be mis- 
stated because of the inflexible nature 
of charges under reserve accounting. 
Railroad opposition to such accounting. 
is shared by many gas, electric, and 
water companies and, until 1936, by the 
National Association of Railroad and 
Utilities Commissioners." 

The possibilities of depreciation re- 
serve accounting have perhaps not been 
recognized fully by those interested in 
railroad finances. Adequate deprecia- 
tion charges in the past might have 
saved many a railroad from bankruptcy 
during the last few years. With receiver- 
ships and trusteeships resulting from 
inability of carriers to meet high fixed 
interest charges on debt-burdened finan- 
cial structures, the part depreciation 
charges might have played is traceable 
to the effect of these charges on financial 
structures. 

A depreciation reserve accounting 
policy, had it been fully carried out in 
the past, would have meant at first sight 
merely an increase in credit items of the 
balance sheet. The real effect of these 
charges would have gone much farther, 
however, for charging depreciation to 
expense and crediting to reserve would 
have reduced net income, and would 
have forced the retention in business of 
funds otherwise probably disbursed in 
dividends. Or, conceivably, charging 


ever, the classifications provided for a retirement re- 
serve. Under this plan no attempt is made to have the 
reserve reflect loss of service value. The reserve is 
determined by judgment and is used for charging retire- 
ment of certain large units of property where the loss 
involved would overburden operating expenses for any 
particular year. Even when the retirement reserve 
accounts were recommended, many state public utility 
commissions required depreciation reserve accounting. 
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depreciation might have made the rail- 
roads realize what their full operating 
costs were, and might have caused the 
railroads to make a more convincing 
fight for higher rates, when and where 
those rates could have been collected. 

If depreciation charges had been made 
in sufficient amounts, it is not likely 
that funds arising therefrom would have 
been kept in cash or in the securities of 
other companies. In the first place, these 
funds could have been used for purchase 
of more operating assets. This accumula- 
tion of operating assets would have made 
it unnecessary during the development 
of the roads, even since 1914, to borrow 
as much capital through fixed-interest- 
bearing securities. This would have 
released some of the funds which now 
go for interest. In the second place, 
the railroads might have used the funds 
arising from depreciation charges for 
amortization of bonded indebtedness, 
with consequent diminution in fixed 
charges. In either case, railroad finan- 
cial structures would have been put in 
better shape. That financial structure 
is important is apparent from an exami- 
nation of the records of bankrupt car- 
riers. With few exceptions these carriers 
were able to earn something before inter- 
est and dividends, even during the de- 
pression," but they succumbed to the 
overpowering burden of interest-bearing 
debt. 

Inadequate depreciation charges in 
the past, especially with regard to road 
and structures,” make it difficult for the 
railroads at present to retire property 
to the extent that they might otherwise 
have done. Depreciated property can- 


not be retired without taxing deprecia- 
tion reserves, or, as is more likely in the 
case of road and structures, surplus. To 


4 Many of our best industrial corporations would 
have been glad to have had such a record. 

5 The statistical record of the Interstate Commerce 
Commission for 1934 shows that depreciation reserves 


make such retirements would probably 
be destructive of credit, a possibility 
railroads are loathe to face. 

In spite of the soundness of deprecia- 
tion reserve accounting, railroad execu- 
tives are neither satisfied that such a 
system can be set up for the railroads 
now, nor that to do so is wise. At one 
point, serious question may be raised. 

The depreciation policy of the Com- 
mission depends to a large extent, for 
purposes of accuracy, upon showing on 
the books of a railroad the approximately 
actual accrued depreciation at a certain 
date. The Commission has felt that it 
should not require the railroads to set 
up reserves at the present time for past 
depreciation for which no provision has 
been made. Not only did the Commis- 
sion feel that this procedure might be 
illegal, but that the precarious credit 
position of the railroads made the move 
undesirable at the present time. 

Depreciation accounting can hardly 
have the qualities of accuracy imputed 
to it by the Commission, unless the re- 
serves on the books of the carriers 
actually approximate the depreciation 
loss existing in property. If this industry 
were a fast growing one, the significance 
of this discrepancy would constantly 
diminish. This is surely not the case, 
for, from all indications, the railroad 
industry is one which has gained its 
maturity and which cannot be expected 
to grow much in the future. 

Without provision for past accrued 
depreciation, what remains of this depre- 
ciation reserve policy? If charges to 
depreciation expense and credits to re- 
serve are no greater than currently 
accruing depreciation, a reserve even 
approximately reflecting accrued depre- 
for Class I railways averaged less than 13% of total 
investment in road and equipment. But reserves on 
equipment were 44% of the investment in equipment, 


while reserves on road were only 0.7% of investment in 
road. 
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ciation cannot be built up unless (1) 
current retirements are small; (2) re- 
placements are at a much higher figure 
than retirements; (3) investment in 
property is expanding materially. For 
a composite aggregate of units, such as 
a railroad property, there is little reason 
to suspect that retirements will be notice- 
ably smaller than current depreciation. 
Nor is there likelihood that replace- 
ments or additions will be at such a 
higher monetary figure as to step up 
the annual charge and result in accruing 
a large reserve. 

If annual depreciation charges are 
made which are higher than current loss 
of service value, depreciation reserves 
will obviously increase. Whether this 
is done depends to a great degree on the 
pressure the Commission may put on 
railroads to make allowances at higher 
than normal rates, or upon the willing- 
ness of railroad executives and stock- 
holders to do so, as well as upon the 
ability to collect higher charges from 
shippers. In any case, building up re- 
serves would be a departure from the 
accounting principle that current depre- 
ciation charges to expense merely equal 
service loss incurred in a particular fiscal 
period. 

Evidence exists in Supreme Court 
decisions which would seem to support 
the Commission in setting up reserves 
through a debit to a suspense account or 
to profit and loss, if that is merely an 
accounting measure, as the writer be- 
lieves it to be. The Commission was 
supported in the Kansas City Southern 
case where accounting procedure was a 
point at issue. There the Supreme 
Court found nothing “arbitrary in the 
sense of being without a reasonable 





16 Kansas City Southern Rwy. Co. v. U. S., 231 U.S. 
23, 430-1, 447-8, 451-2, 456 (1913). While the Com- 
mission had required charges to be made to operating 
expenses in this case, the Court merely passed on the 
reasonableness of the Commission orders in respect to 


basis” in Commission regulation requir- 
ing cost of replacing abandoned property 
(less net salvage) to be charged to oper- 
ating expenses, or authorizing such cost 
to be charged to a suspense account if 
the amount were so large as to unduly 
burden operating expenses, or requiring 
cost of property abandoned (less sal- 
vage) and not replaced to be charged 
to profit and loss.'* If depreciation exists, 
it is really no different from property 
which has been abandoned. Why could 
the Commission not also require that 
that part of existing property which 
represents decline in value be retired 
from the accounts of the railroads by 
credits to a depreciation reserve and con- 
current charges to a suspense account, 
or even to profit and loss? 

Where the railroads have not been 
required to set up depreciation reserves 
and where, in many cases, rates have 
not been high enough to allow carriers 
to accrue reserves had they desired to 
do so, either because of Commission 
rate policy or for other reasons, to re- 
quire past accrued depreciation to be 
set up now seems to be a “changing of 
the rules in the middle of the game.” 
The question of equitable treatment 
cannot be passed over lightly. However, 
the extent to which setting up past de- 
preciation unprovided for would affect 
the credit standing of individual roads 
is not clear. A change made for pur- 
poses of accounting accuracy would in 
fact take nothing from a railroad that 
it actually has and the fairly intelligent 
investor should not be affected greatly 
by such a change in his appraisal of the 
company. 

As a matter of fact, many companies 


abandonments and found no “sufficient ground” to 
interfere with the particular order. For other pro- 
nouncements on the power of a commission over ac- 
counts, see Norfolk and Western Rwy. v. U.S., 287 U.S. 
134 (1932) and American Tel. and Tel. Co. v. U. S., 81 
Law. Ed. 116 (1936). 
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could charge the amount of past depre- 
ciation unprovided for to their profit 
and loss accounts and establish full de- 
preciation reserves. For the railroads 
as a whole this could not be done without 
causing profit and loss deficits in many, 
if not most, cases.!7 In these cases, or 
in all cases, resort to a suspense account 
would save the appearance of the profit 
and loss accounts, at least temporarily. 

Without the accuracy which the Com- 
mission imputes to depreciation reserve 
accounting, the worth of requiring the 
detailed work in many other respects is 
questionable. One must admit that a 
certain regularity in depreciation charges 
is gained, and that perhaps a fair reserve 
will be established. But so long as the 
problem of past depreciation is not 
dealt with, the reserve will be useful 
only as a retirement reserve. 


Problems Involved in Calculating 
Depreciation Allowances 


At several important points in respect 
to the calculation of depreciation allow- 
ances, a satisfactory solution has hardly 
been found. No wholly agreeable solu- 
tion may be possible in some cases. In 
others, further investigation and study 
may show the way. 

The railroads will surely experience 
difficulty in making service-life estimates 
which will cover reasonably predictable 
losses. When is a loss “‘reasonably pre- 
dictable’’? And will the Commission, if 
it desires uniformity, dare to leave the 
determination of predictability to the 
carriers? If the Commission does not 
allow the carrier to determine, can the 
Commission undertake enough research 
to prescribe service lives for all carriers, 
or even representative carriers in dis- 


17 Note that, as of December 31, 1934, all Class I 
railways had a profit and loss balance of $2,556,000,000; 
depreciation reserves of $2,467,000,000; and invest- 
ment in road and equipment of $19,396,000,000 (I.C.C., 
Statistics of Rwys., 1934, p. S-88). | Hence the profit 


tricts having much the same operating 
conditions? 

The Commission has never laid down 
figures for service lives of railroad prop- 
erty or depreciation percentages for 
accounting for the annual charge. Pro- 
spective lives and service percentages 
were set up by the Commission in its 
valuation work, and many railroads 
have used these figures for accounting. 
But in the past the record has been 
none too good in respect to uniformity 
of depreciation charges. In putting the 
new plan into effect, the carriers must 
submit their estimates to the Commis- 
sion for approval. But, unless these 
estimates are policed carefully, some of 
the advantages of depreciation charges 
will be lost. An estimate of service life 
is so uncertain that wide difference may 
occur. Where the differences are not 
justified, the resultant effect on the de- 
preciation charge can do much toward 
influencing expenses and net income. 

Charging removal cost of salvage to 
operating expenses rather than to gross 
salvage is not a very serious matter, 
even though it is inaccurate. However, 
with the present accounting classifica- 
tions, the cost of recovering salvage is 
charged to the maintenance account for 
the particular asset, along with other 
maintenance expenses. Question may 
be raised as to whether it might be more 
desirable to segregate this cost so that 
one may know just how “negligible” 
this item is. 

In some classes of property selected 
by the Commission, difficulties will be 
encountered. Such accounts as “rails,” 
“ties,” and “other track material” 
(including spikes, tie plates, crossings, 


etc.), because of the great number of 


and loss balance plus the depreciation reserves were 
more than 26% of the investment in road and equip- 
ment. Of the total reserves, the reserve for equipment 
alone was $2,362,000,000. 
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relatively small units involved, will not 
be adapted easily to depreciation ac- 
counting, even on a group basis. More- 
over, several classes of property, clearly 
depreciable, were not included by the 
Commission for reasons of impractica- 
bility. As the depreciation plan is de- 
veloped, and further study made, in 
spite of the difficulties involved, some 
accounting for service-value loss in most 
of these accounts should be attempted. 
' The requirement that all classes of 
property be depreciated by groups may 
need some modification in the future. 
Unit accounting is admittedly out of 
the question for classes of railroad prop- 
erty which include a great number of 
parts. Nevertheless, much of the prop- 
erty in some of the primary accounts 
(by which the groups are classified) is 
so dissimilar as to warrant a type of 
unit treatment. The primary accounts 
themselves are often fairly general in 
scope. An average rate checked by sta- 
tistics on primary accounts would be 
inadequate in many instances. For the 
calculation of such a rate, better results 
might be obtained by keeping deprecia- 
tion data by units. Such primary ac- 
counts are “bridges, trestles and cul- 
verts,” “station and office buildings,” 
“power dams, canals and pipe lines,” 
“shop machinery,” and “power plant 
machinery.” 

The railroads will probably experience 
dificulty in breaking down asset ac- 
counts so that a ledger-cost basis can 
be used for depreciation. In many 
cases, ledger costs are not detailed 
enough to be used as the base for depre- 
ciation calculation. Even if the Com- 
mission allows the carriers to use the 
valuation bureau’s figures, changes in 
the carriers’ books will be rather difficult 


18 For further discussion of the depreciation base as 
prescribed, see an earlier article by the writer, “The 
Depreciation Base in Railroad Accounting,” 13 Journal 
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and will necessitate close inspection by 
the Commission. 


A further matter which can hardly 
be called solved is the depreciation base. 
Whether or not original cost or ledger 
cost will prove either legally or finan- 
cially adequate in the future is a ques- 
tion. If price levels should continue for 
some time their upward trend, a cost 
base might not be high enough to rep- 
resent the real value of property depre- 
ciating. Should the fear of some bankers 
and economists, that rampant inflation 
is approaching, be realized, the depre- 
ciation base prescribed in the Commis- 
sion’s accounting system might well have 
to be altered.!8 

It is not at all certain that equal 
annual charges for the depreciation of 
a unit or a group of units are in accord 
with facts. Where use is the primary 
factor, equal charges may not represent 
the depreciation loss allocable to the 
various fiscal periods. Where this is 
true, employing a use basis instead of 
a time basis in calculating the deprecia- 
tion charge may be perfectly justified. 
Moreover, railroad managements have 
favored some such method as would 
introduce a certain flexibility in annual 
depreciation charges. Where the use 
basis is applicable, this flexibility may 
be gained without sacrificing facts. To 
be sure, the Commission has said that 
a plan of this sort might be introduced, 
if it seemed warranted. Very little re- 
search has been done on this score by 
either the railroads or the Commission, 
and one does not know what the possi- 
bilities of use-units are. One railroad 
did attempt to work out a plan of this 
kind, but after one year the Commis- 
sion refused to allow further accounting 
on that basis, because it felt that the 


of Land & Public Utility Economics 1-13 (February, 
1937): 
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charges resulting were too low.’® It 
does seem that further study of this 
basis of calculation might profitably be 
made.”° 
Use of Depreciation Funds 

The Commission has not indicated 
what use should be made of the funds 
made available by depreciation charges 
on assets in way and structures accounts. 
Obviously, a great part of the funds will 
be used to buy assets which are now 
charged to operations as maintenance 
cost.2"_ But for any surplus of funds, 
the Commission would do well to bring 
pressure to bear for the amortization of 
bonded indebtedness. If the charges for 
depreciation are no higher than current 
retirements, little advantage would be 
gained from depreciation reserve ac- 
counting over a simple replacement or 
retirement method, except, perhaps, to 
show more accurately the extent of 
deferred maintenance. This is especially 
true where past depreciation has not 
been set up in full on the books. If de- 
preciation charges are higher than retire- 
ment charges, the Commission faces the 
problem of how the funds thus made 
available can be used to better railroad 
financial well-being. Where the railroads 
have loans with the Reconstruction Fi- 
nance Corporation, and in case these 
loans are renewed, influence may be 
brought to force the use of any funds, 
arising from depreciation charges, to 
improve railroad financial structure. 
Since this method can reach only rela- 
tively few railroads, other means should 
be devised. If depreciation charges are 
no higher than retirement charges, how- 


19 In 1934, the Commission refused to allow the New 
York Central Railroad to accrue its depreciation on 
equipment on a mileage basis longer than one year. 
See New York Times, April 20, 1934, p. 35. 

20 Prior to 1924, use-units were employed by the Swiss 
Federal Railways on some depreciation accounts. See 
Fallet, E. M., L’ Amortissement Industriel dans Les 
Compagnies de Chemin de Fer (Neauveville: W. Henry, 


1933), Pp. 156. 


ever, the Commission will certainly have 
to face the problem of making deprecia- 
tion accounting more valuable to the 
carriers. 


Cooperation of Railroad Management 


Some of the most important difficul- 
ties in the Commission’s extension of 
depreciation accounting regulation lie 
outside the plan itself. In the first place, 
it will certainly not be an easy matter 
to familiarize railroad accountants with 
this extension, nor will it be easy to 
get them to cooperate whole-heartedly 
with the Commission. Railroad ac- 
countants, for the most part, resist 
change in accounting policy or tech- 
nique, and they have particularly op- 
posed the extension of depreciation re- 
serve accounting. 

Moreover, railroad management is 
not sympathetic with the Commission 
depreciation plan. They may not offer 
strong resistance, nor are they likely 
to take a very aggressive interest in it. 
They may even do a fairly good job in 
attempting to meet the requirements 
laid down for them. But their lack of 
interest may mean that really effective 
cooperation and research will not be 
forthcoming. 

The proposed extension of deprecia- 
tion reserve accounting to road and 
structures has seemed to many execu- 
tives to be an unfair move. To force 
on a mature industry a revolutionary 
accounting change at the very time 
many roads are struggling for financial 
existence does seem in some ways to be 
inequitable treatment. This point of 
view is given added weight by the fact 


21Qr, which amounts to the same thing, the retire- 
ments would be credited to the asset account and 
charged to reserve, and the replacing asset charged to 
an asset account for it, and cash credited. In so far as 
the retirement amount and the replacement amount 
are nearly the same, the practical result is to use funds 
to buy assets which, under a replacement scheme, are 
charged to operations as maintenance cost. 
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that the Commission until recently has 
not particularly encouraged the exten- 
sion of depreciation accounting.” 

Some grounds for charging inequi- 
table treatment of the carriers lie in the 
rather niggardly rate policy of the Com- 
mission itself and of the recapture and 
rate-of-return provisions of the Trans- 
portation Act of 1920. Throughout the 
high price period during the World War, 
and immediately after, the railroads in 
general were not allowed to earn any- 
thing like a fair return, after reasonably 
adequate operating expenses, for an 
industry subject much as any other to 
the hazards of the business cycle. Had 
higher rates been allowed at a time 
when they might have been collected, 
the extension of depreciation reserve 
accounting would have seemed much 
more fair, even if the higher return had 
been distributed as dividends by an 
improvident management. 

Nevertheless, the carriers are not 
without fault in being unable to meet 
this change in accounting policy easily. 
In the first place, the railroads should 
have “read the handwriting on the 
wall” as early as 1914.” The prescription 
of mandatory accounting for equipment 
as well as the fast growing practice of 
accruing reserves in general industrial 
accounting, should have given the car- 
riers some indication of future Com- 
mission policy. 

Second, the carriers lost an oppor- 
tunity to argue for higher freight and 
passenger rates in IgII, and later, by 
not admitting the wisdom of deprecia- 
tion reserve accounting and putting 
such a system into effect. The only 


2 In the rate division cases of Sewell Valley R.R. Co. 
v. Ches. and Ohio Rwy. Co., 87 1.C.C. 21, 24 (1924) and 
Okla.-Southwestern Rwy. Co. v. St. Louis-San Francisco 
Rwy. Co., 88 I.C.C. 235, 243 (1924), the Commission 
disallowed depreciation expenses for way and struc- 
tures as being made in practice “only in exceptional 
instances.” : 
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explanation for the carriers’ refusal to 
extend depreciation reserve accounting 
at that time and later lies in their unten- 
able valuation position. The carriers 
were arguing against deduction of ac- 
crued depreciation in valuation on the 
grounds that, where property was effi- 
ciently maintained, no loss of value 
could exist. At the same time, they 
could not consistently argue for higher 
rates caused by depreciation charges in 
excess of current maintenance costs. 

A third point which makes the Com- 
mission’s action seem more equitable 
lies in the railroad companies’ refusal to 
cooperate with the Commission in the 
depreciation hearings of 1923 to 1931. 
The railroads offered hundreds of pages 
of testimony, but, with few exceptions, 
this testimony was directed toward up- 
setting the Commission’s plan to extend 
the scope of depreciation accounting. 
Because the railroad testimony showed 
a lack of research in regard to deprecia- 
tion, the Commission was forced to rely 
largely upon the research of the tele- 
phone companies, a study not entirely 
applicable to the railroad problem. 


The Problem of Railroad Revenues 


One of the greatest practical difficul- 
ties outside of the Commission’s plan is 
presented by the problem of railroad 
revenues. Even though railroad revenues 
have recently been staging an encourag- 
ing revival, will these revenues stand the 
charging of depreciation at a higher 
rate than ordinary replacement costs, 
especially in the face of increased charges 
for maintenance which had been deferred 
after 1930? If high charges are made 
for depreciation, the pressure may be 


23 Indeed, if not in 1907 when the Commission first 
announced its plan, or in 1909 when, in the case of 
Knoxville 0. Knoxville Water Co., 212 U.S. 1, 13-14, 
the Supreme Court said that not only is a public 
utility “entitled” to make provision for depreciation, 
but it is its “duty” to investors and consumers. 
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so great as to make for important reduc- 
tion in net income, thereby hampering 
the credit position of an industry already 
none too stable financially. 

With the present competitive condi- 
tion, and with some doubt as to whether 
certain railroad traffic could “bear” 
higher rates, can the railroads collect 
enough revenue to enable themselves 
to make adequate depreciation charges? 
This aspect of the railroad future is 
made even more uncertain by the pres- 
ent need for cash outlays to make up 
deferred maintenance and to make im- 
provements in rail facilities in accord- 
ance with new transport ideas, as well 
as by the present tendency of costs of 
operation to increase. 

So far as the competition of other 
transport services is concerned, if the 
interests of society in transportation 
service demand higher rail rates, the 
rates of competitors with steam rail- 
roads might possibly be controlled better 
to make higher rail rates possible. Or, 
perhaps improved service and more 
aggressive management can return much 
traffic to the rails. The return of pros- 
perity should give the railroads an 
opportunity to get an increasing share 
of transport business. Although per- 
haps politically inexpedient, it might be 
good business policy to shunt some of 
the government subsidies from water 
and air carriers to the rails, if the 
government finds it in the public interest 
to subsidize transportation. 

Moreover, if financial structures are 
so burdened with debt that interest 
payments can be met only by slighting 
depreciation charges, further reorgani- 
zation might as well be undertaken now. 
In the process of reorganization, many 
underlying mortgages on relatively un- 
productive property might be reduced 
so that profitable railroad property 
need not bear as much of this burden 
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as is the case at the present time. 
Depreciation Accounting and the Future 


It is not improbable that some answer 
to these unsolved problems can be found 
in the extension of research in deprecia- 
tion. The railroad companies themselves 
have not investigated the field of depre- 
ciation to the extent that the impor- 
tance of the subject justifies. Destruc- 
tive criticism and lack of cooperation by 
railroad managements and accountants 
will not deter the Commission from pre- 
scribing a thoroughgoing depreciation 
reserve policy, for such policy is not only 
financially sound, but is well intrenched 
in business and accounting practice. 
Railroad managements and accountants 
would act wisely if they should accept 
the basic tenets of the Commission’s 
policy. Then with research and experi- 
mentation they would do well to co- 
operate with the Commission in solving 
the difficulties in depreciation account- 
ing in ways favorable to railroad admin- 
istration and in line with efficient and 
economic transport service. 

Even after long study, the Commis- 
sion has admittedly left many matters 
which need further investigation. Some 
problems may be solved rather easily. 
Others, more difficult, are of such a 
fundamental nature as basically to affect 
the general policy of depreciation re- 
serve accounting. In some cases the 
Commission may be able to find a solu- 
tion. But the real success of deprecia- 
tion accounting for the railroads depends 
very much upon the attitude of railroad 
management. Faced with many appar- 
ently larger and more immediate prob- 
lems, they may not see the real sig- 
nificance of depreciation accounting. 
Far more than a detail of accounting 
practice, depreciation reserve accounting 
involves a sound financial policy well 
worth aggressive consideration. 





Liquidating Town Government in Decadent 
Rural Areas of Maine 
By O. J. SCOVILLE* 


the 1937 session of the Maine Legis- 

lature is the following “statement 
of fact:” 
“Mayfield Plantation was organized July 
5, 1892. At that time there were about 75 
people living there, but conditions have 
changed so that at the present time there 
are only two legal residents. It would seem 
impracticable to try to continue the organi- 
zation any longer.” 


This bill, entitled ‘““An Act to Provide 
for the Surrender by Mayfield Planta- 
tion of Its Organization,’ was designed 
to put an end to this absurdly small 
unit of local government. 

During the 1937 session of the Maine 
Legislature, seven towns and planta- 


| oper on a bill introduced in 


tions sought relief from their responsi- 
bilities through disorganization, and a 
number of towns have been dissolved 


by previous legislatures. The 1935 
session of the Legislature disorganized 
four towns and one plantation, and one 
plantation gave up its organization in 
1933. Of the four towns, three have 
subsequently adopted the somewhat 
more simplified form of “plantation” 
organization; the other town and the 
two plantations have reverted to “wild 
land.” 


Maine’s System of Local Government 
Facilitates Town Disorganization 


Maine’s variegated local government 
system has no doubt facilitated town 
disorganization. Forty percent of the 


*Land Use Planning Specialist, Resettlement Ad- 
ministration, Orono, Maine. 

1 Legislative Doc. No. 178, 1937. 

2 The term “town” is used in Maine to denote the 
organized unit of local government. The term “town- 


area of the State has never been organ- 
ized into local units of government and 
is administered by the State. Hence, 
a convenient yardstick is at hand to 
demonstrate the relative efficiency of 
state versus local administration and, 
what is more important, since the state 
and counties are already engaged in 
supplying this large area with schools, 
roads, police and fire protection and 
the like, towns can disorganize with 
the knowledge that an organization, 
capable of taking over administration 
of their affairs, already exists. 

This state-administered “‘unorganized 
territory,” although it contains 40% of 
the area of the State, contains a popula- 
tion of only about 7,000 people, some of 
whom live in small communities but 
many of whom are isolated. The prob- 
lems of government in such an area are 
obviously far different from those found 
in most New England towns. The situa- 
tion is more comparable to that found 
in sparsely settled parts of the West 
(Map I). 

In addition to the unorganized terri- 
tory and the organized towns? Maine 
has an intermediate form of organiza- 
tion, designated as the “plantation.” 
These vary considerably in their organi- 
zation. In size they are generally iden- 
tical with the towns, that is, about 36 
square miles in area. Some are prac- 
tically identical with the town in organi- 
zation, electing the same officers® and 
carrying out the same functions. Others 


ship” is applied to the surveyors’ unit, usually six miles 
square. 

3 Except that in plantations there is a board of assess- 
ors in place of the “selectmen” who perform the same 
functions for the town. 
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are rudimentary, being organized princi- 
pally for maintenance of schools. Others 
exist whose organization is somewhere 
in between. Plantations are classified 
as “organized” and as “wild land” 
plantations. The distinction is not clear- 
cut, but lies in the procedure by which 
they were established.‘ The “organized”’ 
plantations are generally quite similar 
in organization to the towns; the “wild 
land” plantations differ from organized 
plantations in that they are generally 


not required to pay state and county 
taxes. However, as with most any gen- 
eral statement one might make in regard 
to local government in Maine, there are 
exceptions to the rule, and wild land 
plantations may, by special order of the 
Legislature, be required to pay such 
taxes. 

The relative importance of the differ- 
ent categories of local government in 
Maine is shown by the tables below. 
From Table I it appears that, although 
the towns, cities and plantations account 
for only 60% of the area of the State, 
they embrace 99% of the population 
and 99%% of the farms. Why the un- 
organized territory has never been incor- 
porated is obvious. It is practically an 
unpopulated wilderness. 

When the distribution of population 
among the various types of organized 
government is compared, it is noted 
that 36.5% of the State’s total live 
within cities; 60.5% in towns; 1% in 
organized plantations; and only % of 
1% in wild land plantations. Yet the 
area of the State is distributed as fol- 
lows: cities, 2%; towns, 50%; organized 
plantations, 2%; and wild land planta- 
tions, 6%. These tables emphasize the 
fact that, from all standpoints except 
area, the unorganized and partially 


4 Organized plantations are those established under 
Rev. Stats., c. 5, § 193 (1930). Wild land plantations 
are those which were established under § 194 of the 
same statute. 
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Number 
(Jan. 1, 1935) 


Population | No. of Farms 
(630) (1935) 


Area 
(Sq. Miles) 





Organized plantations 
Wild land plantations 
Townships 


434 15,324 
22 


292,793 2,344 
484,401 38,016 
674 8, 364 841 
41 1,711 4,682 499 


20 594 


392 12,768 7,183 207 








909 31,071* 


797423 41,907 














*The commonly accepted 


der the different forms of local government. 


for total land area of the State does not exactly agree with the sum total of the areas un- 
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organized units of government in Maine 
are of far less importance than the stand- 
ard form of city or town. 

A comparison of the rates of taxation 
under the different jurisdictions is also 
of interest (Table II). Towns and 
organized plantations have the highest 
rates, followed by cities, whose lower 
rate may be caused by differences in 
assessment. The wild land planta- 
tions have a rate only about Io mills 
lower than that of towns and organized 
plantations. This is approximately the 
combined average state and county 
rate and, hence, it appears that the 
simplified organization of wild land 
plantations has not materially cheapened 
the cost of total government. However, 
the unorganized territory enjoys a re- 
markably low rate of taxation, about 
12 mills for all purposes, including a 
2% mill levy for forest fire protection 
which towns and plantations do not have 
to pay. 

Although the unorganized territory 
contains only 1% of the population and 
Y% of 1% of the farms of the State, it 
has been more fortunate in the matter 
of tax resources; 714% of the State’s 
taxable wealth is within this area. 
Hence, in terms of tax resources per 
capita, the unorganized territory is 
about seven times as well off as the 
remainder of the State. 
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Table II also shows the valuation of 
resident and non-resident property for 
each type of local government. It will 
be noted that the proportion of all 
property which is owned by non-resi- 
dents increases progressively from the 
most highly organized unit, the city, 
to the least highly organized, the wild 
land plantation. Non-resident owner- 
ship, amounting to only 17% of the 
value of city property, becomes % the 
value of property in towns, slightly over 
¥ in organized plantations, and 90% of 
the value in wild land plantations.° 

This characteristic is of great signifi- 
cance to the management of local affairs. 
As non-resident ownership increases in 
importance, the town-meeting form of 
government becomes less responsible to 
the interests of property owners, and in 
some cases it is perverted in such a 
way as to exploit non-resident taxpayers. 

Disorganization an Aftermath of 
Economic Change 

Disorganization of local government 
in Maine began something over 50 years 
ago, and some 13 towns and planta- 
tions have reverted to the status of 
“unorganized” or “wild land” territory 
during this time™*. A considerable num- 

5 The proportion in the unorganized territory is not 
available. 


5® Not counting those now in the process of being 
disorganized. 


TaB_LeE II. DuistripuTIoN or ASSESSED VALUATION ACCORDING To TyPE oF LocaAL 
GovERNMENT, AND AVERAGE Tax RATE UNDER EacH 








Assessed Valuation, 1934* 
Average 





Total 


Tax Ratef 
(1934) 


Resident Non-Resident 





Organized plantations 
Wild land plantations 
Unorganized territory 





$274,090, 209 
305 , 867, 379 
2,983,872 
8,028, 587 
47,875,616 


.046 
-055 
.058 
-045 
-O12 


$228 , 260, 281 
194,732,765 
1,481,787 
—— 


$ 43,829,928 
III, 134,614 
1, $02,085 
— 














*Assessed valuations here given for towns and plantations are “‘local” rather than “equalized” valuations. 


+Simple average. 
tNot reported. 
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ber of towns have shifted to the planta- 
tion status during the same period. 

Obviously, Yankee communities are 
not abandoning their right to govern 
themselves without good reason. Furth- 
ermore, the movement to disorganize 
towns does not mean that the citizens 
feel that town government as an insti- 
tution has become obsolete. The only 
towns in which disorganization is being 
considered are those in which changed 
economic conditions, resulting in a de- 
clining population, isolated settlement, 
and dwindling taxable resources, have 
made the burden of local government 
intolerable. In Maine, as in most of the 
northeastern states, agriculture has been 
forced to readjust itself many times. In- 
dustries which formerly gave farmers a 
market or an opportunity for part-time 
work have become obsolete, as in the 
case of the building of wooden ships or 
the production of tanbark; others, such 
as lumbering, which at one time pro- 
vided a good market for hay and the 
opportunity for winter employment to 
many farmers, have declined in impor- 
tance. The proximity to industrial 
centers has induced many rural people 
to abandon their farms for work in the 
mills. The opening of the West and the 
development of transportation have 
forced many a small and stony New 
England farm below the margin for 
profitable cultivation. 


The result of all these many forces 
has been a decline in the number of 
farms and in farm acreage, as well as 
an exodus of population from decadent 
rural areas. Farm abandonment has 
been a widespread condition in Maine, 
as in most of the northeastern states, 
for many years. It began in Maine 
shortly after 1880, and the number of 


®t should not be inferred from such statistics that 
Maine is going out of the farming business. During 
the past 50 years the total real value of annual farm 
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farms and the acreage of farm land have 
followed a downward trend since that 
time. Since 1880 one farm out of three 
has been abandoned, and one farm acre 
out of every four.® 

In most Maine towns in which farm 
abandonment has been heavy, popula- 
tion has also declined. This situation is 
commonly true along the coast and in 
the fringe of agricultural settlement 
near the woods. The problem of main- 
taining town government has become 
acute in such areas. A small population 
means expensive and inefficient govern- 
ment and a multitude of office holders. 
According to the 1930 Census there are 
13 towns and plantations in Maine which 
had populations of 50 inhabitants or 
less.’ Yet each of these had a full staff 
of officials, numbering 6 to 12. Some of 
these officials hold more than one job, 

~rc thetotal number of offices in these 
small towns is about 14 or 15 per town. 
Altogether these towns employed 118 
officials, holding 173 offices, to govern 
a total population of about 500. Town 
officials include assessors or selectmen, 
tax collectors, town clerks, treasurers, 
road commissioners, health officers, con- 
stables, school committees, and school 
teachers. The minor town officers, such 
as fence viewers, sealers of weights and 
measures, pound keepers and the like, 
which are no longer elected in many 
towns, have been omitted from this 
tabulation. 


Many of the modern functions of 
government cannot be performed effi- 
ciently unless they are conducted on a 
reasonably large scale. A small popula- 
tion means high unit costs. Further- 
more, a small population generally is 
associated with low population density 
per square mile. A few people are dis- 


production in the State has almost trebled. 
7 The smallest had 21 inhabitants in 1920, and was 
not reported separately in 1930. 
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tributed over a large area in such a 
way that the cost of roads and schools 
per capita becomes very high. Out of a 
representative group of Maine rural 
schools examined in 1932, those having 
an attendance of five pupils or less per 
school were operated at a cost of $232 
for each pupil, while those which had 
more than 20 pupils enrolled cost only 
\% as much per pupil, or $61.2 This 
illustrates the social cost of isolated 
settlement. The maintenance of roads 
likewise is expensive in areas which are 
but sparsely populated, because of the 
excessive mileage per family served. 
The fact that an area has at one time 
been more thickly settled makes the 
problem of local government finance 
still more difficult. A pattern of occu- 
pancy and a road and school system 
have been established, and when farms 
are abandoned the man at the end of 
the road may not be the first to go. 
Consequently, the tax base and the 
number of taxpayers may shrink 
markedly without changing the number 
of miles of roads or the number of schools 
that must be maintained. 

Towns in the decadent rural areas of 
Maine, their difficulties aggravated by 
the economic depression, are facing a 
serious situation. As population has 
declined, the acreage of idle and aban- 
doned land has increased, and taxable 
wealth has dwindled. As a result, tax 
rates have risen. In one town the rate 
is 140 mills per dollar, or 14% of the 
value of taxable property; in 27 towns 
the tax rate exceeds 80 mills.° The 1935 
Report of the state auditor estimated 
that about 50 towns in the State were 
“practically bankrupt.” 

These are the reasons why a consider- 
able number of Maine communities are 


8U. S. Dept. of Interior, Office of Education, Bulletin 
3, 1934, Pp. 13. 
® Report, State Assessor, 1934-5. 
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beginning to seek better ways of admin- 
istering the functions of modern local 
government. Why they have chosen 
such a drastic method as disorganiza- 
tion is explained partly by the serious- 
ness of their financial condition and 
partly by the precedent and incentive 
for such action to be found in the State’s 
peculiar local-government system. 


The Procedure of Town Disorganization 


As mentioned above, town disorgani- 
zation may involve a change from town 
to plantation status, or it may involve 
complete dissolution. If a town decides 
to change from the town form of govern- 
ment into a plantation and if it has an 
assessed valuation of less than $100,000 
and a population of less than 200, it is 
able to shift its burden for pauper relief 
from its own shoulders to the State; 
this represents a real saving to the local 
people, since in many towns in the 
poorer areas, poor relief amounts to 
about 20% of total town expenditures. 

The procedure in disorganization is 
as follows: (1) the town petitions the 
Legislature for permission to surrender 
its charter; (2) the Legislature passes 
an act permitting the town to disor- 
ganize (separate acts are required for 
each town or plantation); (3) in some 
cases the legislative act must be ap- 
proved by a referendum vote of the 
town; (4) towns, if they so desire, may 
reorganize as plantations, or remain dis- 
organized;)° (5) a skeleton organization 
remains for the purpose of liquidating 
past indebtedness of the town. 

The legislative acts providing for dis- 
organization differ from town to town 
in a few details; some provide for a 
referendum, some do not. The “Act to 
Provide for the Surrender, by Town 


10The law provides that all wild land townships 
having in excess of 200 inhabitants must become or- 
ganized either as towns or plantations, but this is not 
strictly observed. 





290 


of Kingman, of its Organization,” 
illustrates the usual procedure. 


“Be it enacted by the People of the State 
of Maine, as follows: 


“Sec. 1. Organization of town of Kingman 
may be surrendered. The organization of the 
town of Kingman in Penobscot County as 
heretofore adopted is hereby surrendered; 
provided, however, that the corporate exist- 
ence, powers, duties and liabilities of said 
town shall survive for the purpose of prose- 
cuting and defending all pending suits and 
causes of suits to which said town is, or may 
be, a party and all needful process grow- 
ing out of the same, including provisions 
for the payment of all or any judgments or 
debts which may be rendered against such 
town or exist in favor of any creditor. 


“Sec. 2. School fund and unexpended 
funds. The school fund deposited to the 
credit of said town and all funds unexpended 
for school purposes at the time when this 
act becomes effective out of amounts paid 
by the state for school purposes shall be 
paid by the treasurer of said town or such 
other person in whose custody such funds 
may be, to the treasurer of the state. Such 
amounts, so received, shall be added to the 
unorganized township funds as provided in 
section 23 of chapter 11 of the revised 
statutes. 


“Sec. 3. Effective date of act. This act 
shall take effect when approved but shall 
not become operative until it has been 
approved by said town of Kingman at a 
special town meeting called for that purpose 
by an appropriate article inserted in the call 
for said meeting, and held prior to April 
15, 1935, and notice of such approval if 
voted by the said town of Kingman, in the 
form of a certified copy of the record of such 
meeting shall be filed with the secretary of 
state.” (Approved March 22, 1935.) 


When a town becomes disorganized 
the town paupers become state charges 
and are cared for by the State Depart- 
ment of Health and Welfare. Educa- 
tion becomes a function of the State 
Commissioner of Education, who has a 
special department for administering 


4 Priv. and Spec. Laws, 1935, c. 38. 
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unorganized territories, with authority 
either to maintain schools or transport 
the children to near-by towns, or pro- 
vide for boarding the children near 
some school. This Department has de- 
veloped what seems to be a very eff- 
cient administration of education in the 
sparsely settled unorganized territory. 
It even has one portable school, which 
is used in the northern part of the State 
and can be moved to wherever the ma- 
jority of the scholars happen to be. 

Roads and highways, police protec- 
tion, and the like in the disorganized 
territory become the responsibility of 
the state and the counties. Citizens in 
the unorganized territory go to adjacent 
towns or plantations to vote at national, 
state, or county elections. 

The advantages of state administra- 
tion are evident from the remarkably 
low rate of taxation in the unorganized 
territory. Yet it appears that this terri- 
tory is more than self-supporting. In 
1930 it paid to the State in taxes 
$812,000, and cost, exclusive of state 
highways and _sstate-aid highways, 
$385,000 for administration.” Although 
the unorganized territory does not enjoy 
services equal to those provided by the 
more prosperous towns, its services are 
equal or superior to those which most of 
the poorer towns are able to provide. 


However, town disorganization may 
not prove to reduce the cost of govern- 
ment to any such degree as these figures 
indicate. It must be borne in mind that, 
whereas most of the unorganized terri- 
tory is unsettled, with few demands for 
roads and schools in proportion to its 
area and taxable wealth, the submar- 
ginal towns which are surrendering their 
charters contain a considerable popula- 
tion, served by a network of roads and 


12 “Forest Taxation in the United States”, U.S.D.A., 
Misc. Pub. 218, Washington, D.C., 1936, p. 296. 
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numerous schools, and further burdened 
by pauperism. The transfer of the func- 
tions of local government to state juris- 
diction presents an opportunity for land- 
use planning. The state, in such cases, 
isin much the same position as a receiver 
in bankruptcy, and is faced with the 
problem of reorganizing road, school 
and relief systems, a problem that is 
intimately associated with the pattern 
of land use and occupancy. Here should 
be an opportunity to test the efficiency 
of land classification and zoning, public 
land purchase, and settler relocation. 
Town disorganization does not 
answer all problems of local govern- 
ment. Although it makes possible a 
saving in public expense, coupled with 
somewhat better services, it possesses 
a number of objectionable features. 
Purely local affairs cannot be admin- 
istered with complete satisfaction by 
state officials. It would seem better to 
leave some to the supervision of the 
county, but that unit in Maine is not 
adequately equipped or empowered to 
handle local governmental affairs. Fur- 
thermore, many counties are too large 
and too awkwardly shaped to be effici- 
ent administrators of local government. 
(Piscataquis County, for example, is 
4/5 the size of the State of Connecticut.) 
Perhaps one solution might be to 
permit towns, after disorganizing, to 
recombine into geographically larger 
units, of say four to eight townships. 
This procedure might be simpler than 
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the mere consolidation of towns, with- 
out disorganization, since it would pro- 
vide for an initial process of disorganiza- 
tion and liquidation of debt, after which 
the local citizens might find it easier to 
get together in organizing a new town. 

Another step which might improve 
the process of town reorganization would 
be to define the plantation more clearly, 
and make it serve definitely as a transi- 
tional unit between town and unorgan- 
ized territory. Standards might be set 
up for the area, population, and func- 
tions of the plantation, which would 
make it useful in those areas where town 
government cannot be economically 
maintained, but where there are too 
many people to make state administra- 
tion entirely satisfactory. 

It is likely that the movement to dis- 
organize towns will continue in Maine 
for a number of years. This will not 
mean wholesale disorganization. Prob- 
ably not more than 30 or 40 towns and 
plantations will be completely dissolved 
during the next 10 or 15 years, although 
twice that number may shift from town 
to plantation status. There is no indi- 
cation that the organization of the more 
populous towns will undergo any great 
change in the near future. 

Town disorganization will no doubt 
be followed by some decrease in the cost 
of local government, but to obtain any 
great saving it will be necessary also to 
effect some reorganization of present 
land use and occupancy. 





Residential Rate Reductions and Recovery in 
Small Communities 
By EDWIN VENNARD* 


tric service both to the consuming 

public and to the electric utilities 
makes it advisable that residential rates 
be given careful and continuous atten- 
tion. Electric utilities are charged with a 
public interest because of the inherently 
monopolistic nature of the business and 
because of the part that electricity plays 
in promoting the general welfare. Resi- 
dential rates must recognize the obliga- 
tion. 

Residential service is the backbone of 
the business, especially in small, non- 
industrial communities. It constitutes 
a large part of total revenue and is least 
affected by economic cycles. This sta- 
bility has been largely responsible for 
enabling the utilities to pass through 
the recent depression without the many 
bankruptcies and failures incident to 
other businesses. Residential rates must 
be adequate. 

In the design of residential rates to 
protect the interests of all parties, cer- 
tain fundamental principles are con- 
sidered. First, residential rates should 
be high enough (but only high enough) 
to cover the costs of furnishing the 
service including only a fair return on 
a fair property value, with allowance 
for a reasonably balanced division of 
the diversity benefits with respect to 
the various classes of service. Second, 
rates should be competitive, promo- 
tional, standard in form, salable, simple, 
readily understandable in design, and 
reasonably non-discriminatory. 

In the practical application of these 
factors, naturally certain compromises 


p \HE importance of residential elec- 


*In charge of rates, Middle West Service Co. 


are necessary. It is believed, however, 
that a conscientious consideration of all 
these principles meets the needs of all 
concerned. From time to time new 
principles or new interpretations of old 
principles are advanced in residential 
rate design. Many of these new ideas 
have merit. They should be examined 
with an open mind and tried where 
advisable in order that rates may be 
kept modern and always in the public 
interest. 

The purpose here will be to mention 
a few of these new ideas to determine 
wherein and to what extent public inter- 
est requires their consideration and 
wherein they may be faulty. A few 
studies and analyses will then be pre- 
sented that may contribute toward a 
better understanding of the problem. 


Customer’s Ability to Pay 


To a certain extent the customer’s 
ability to pay is already being considered 
in rate design and this should continue. 
For example, on the basis of direct 
allocation of costs, the rate to the small 
user is below the cost curve, although 
above the incremental cost of furnishing 
the service. Smaller users of residential 
service as a rule are less able to pay than 
larger users. 

This does not mean, however, that 
all residential customers are any less 
able to pay their share as a class than 
are, for example, commercial or indus- 
trial customers. The owners, operators, 
and employees of commercial and indus- 
trial establishments live in residences. 
Business organizations have no greater 
ability to pay than individuals. The 
revenue to a business enterprise must 
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come through the commodity which it 
sells to the consumer. The retail price 
of the commodity includes all elements 
of expense, including electricity, inci- 
dent to the operation of the business. 
Likewise, electric utilities have no reve- 
nue except that obtained from the con- 
sumers. If rates to one class of electric 
consumers are below cost, rates to some 
other class must be correspondingly 
above cost. It is not necessarily in the 
public interest to charge residential 
electric. customers a price below cost 
and then charge commercial and indus- 
trial electric customers a correspond- 
ingly higher price when these business 
establishments must add the additional 
price to the cost of the commodity sold 
the consumer.} 


General or Social Welfare 


Electricity contributes to the general 
welfare in the sense that it plays a part 
in raising the general standard of living 
in the home. Residential rates should 
be made as low as consistent with good 
business so as to allow, encourage, and 
promote generous use of electricity. 

Use of electricity to promote the gen- 
eral welfare, however, does not mean 
that residential service should be sub- 
sidized at the expense of some other 
class or that residential rates should go 
below the cost of furnishing the service. 
Electric utilities could not long continue 
selling such a large part of the business 
at a loss. 

Low, promotional rates will encourage 
the widespread use of electricity that 
the public wants. If these rates are 
below cost, however, the company’s rate 
of return will be permanently lowered, 
credit will be impaired, and it will be 
impossible to attract low-interest-rate 


!1This should not be interpreted as meaning that 
residential class rates should be as high as commercial 
class rates for similar individual customer use. Resi- 
dential service as a class has a better load factor and 
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money to build the facilities to deliver 
the additional electricity that low rates 
promote. Such rates are not in the public 
interest. 


Reduce Rates to Increase Use 


In recent years much has been said 
and written about decreasing rates as a 
means of increasing use of electricity. 
This is not a new principle although it 
has been given a new interpretation. 

It has long been recognized that im- 
properly designed rates could be im- 
proved in form and reduced with result- 
ant benefits to both consumer and com- 
pany. This does not mean, however, 
that the process should or must be a 
continuous one as there is a bottom 
limit to all rates. Once the rate is set 
below that level, the use may increase 
but the per cent return on investment 
will decrease. 

These various influences have caused 
some confusion with respect to residen- 
tial rate reductions and recovery. Cer- 
tain popular beliefs relative to the 
effect of rate reductions on revenue 
have become fairly well crystallized in 
the mind of the public. Four of these 
beliefs will now be discussed. The ques- 
tions are: (1) Can rate schedules al- 
ways be reduced as use increases? (2) 
Will decreased rates always produce 
increased revenue? (3) Should rates be 
at the same level regardless of the size 
of the communities? (4) Does recovery 
in gross revenue result in complete re- 
covery from rate reductions? 


I. Can Rate Schedules Always be Reduced 
as Use Increases? 


In speaking of rate reductions it is 
well to differentiate clearly between a 
“rate schedule” and an “average rate.” 
The single term, “‘rate,” is often used 


diversity and consequently should have a lower class 
rate from the standpoint of cost of furnishing the 
service. 
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in both instances. By “rate schedule” 
is meant the complete schedule, such 
as 8c each for the first 25 kilowatt- 
hours used a month; sc each for the 
next 25 kilowatt-hours used a month; 
2.5c each for all additional use. 

By “‘average rate” is meant the aver- 
age price of a kilowatt-hour for any par- 
ticular use under the rate schedule. 
For example, the above rate schedule 
will result in an average rate of 6.5c for 
50 kilowatt-hours, 4.5c for 100 kilowatt- 
hours, 3c for 400 kilowatt-hours. 

There is a current popular belief that 
the rate schedule should be reduced for 
all increased use of service and that 
this schedule can always be reduced as 
use increases. 

Average rates can be reduced for two 
principal reasons—namely, (1) because 
of increased use of service, and (2) 
because of increased operating efficien- 
cies resulting in lower operating costs, 
and thus a reduced schedule. 

In the early years of the utility in- 
dustry reductions in rate schedules were 
made for both of these reasons. Later, 
as more experience was gained in pro- 
motional rates, it was found that the 
rate schedule could be designed to pro- 
vide automatically the necessary de- 
crease in average rate for increased use 
as illustrated in the above example. 
Where the rate schedule is so designed, 
the first reason largely disappears as a 
logical one for further reductions in such 
schedules. 

Much has been written about the 
phenomenal decreases in_ residential 
rates. The reductions have been sub- 
stantial and consistent throughout the 
life of the industry, with the possible 
exception of a short period during the 
World War. The public has become 
accustomed to this periodic reduction. 
This habit grew with the development 
in the art of making electricity as econ- 
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omies were realized in power-plant and 
transmission-line operation. The result- 
ant savings brought about by increased 
operating efficiencies were passed on to 
the public. 

Conditions today with respect to rates 
and increased operating efficiencies are 
somewhat different than in former years. 
The industry is not experiencing the 
same decreases in operating costs. Oper- 
ating efficiencies, while continuing, 
are not doing so to the same extent as in 
the early stages of development. Many 
expenses such as taxes, labor, and 
material costs are increasing. Rate re- 
ductions from now on cannot be justified 
on the basis of increased operating effi- 
ciencies to the same extent as in the past. 

The answer to the question, “Can 
rate schedules always be reduced as the 
use increases?”’, can best be obtained 
from a cost analysis that will show the 
cost of furnishing residential electric 
service over the whole range of customer 
use. Such analyses are necessary as 
standard utility accounting practices do 
not show the total cost of furnishing 
service to any particular class nor do 
they show the per cent return on the 
investment for any particular class of 
service. The expense of keeping such 
records currently would be too great to 
be justified. Consequently, the only 
means of determining the return by 
classes is through a cost analysis in 
which the various investments and ex- 
penses are duly allocated. Such analyses 
are limited in their usefulness, as, for 
example, they should not be used in a 
rate case in definitely establishing a 
certain rate level. Engineers would 
have honest differences of opinion with 
respect to certain allocations. Also the 
property as a whole should be considered 
in arate case. Even with the differences 
of opinion, however, the analyses are 
probably correct within about 10% and 
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can serve a valuable purpose as guides 
in establishing rate levels. Reasonable 
variation from the overall rate of return 
should be allowed with respect to each 
class of service. The cost anaylses will 
show if any class is unreasonably out of 
line. 

Cost analyses of residence service have 
been made by a number of representa- 
tive companies in the Middle West sys- 
tem. These analyses result in the deter- 
mination of (1) cost curves based on 
present use of service, and (2) ultimate 
cost curves. 

The first cost curve is fairly simple 
to determine. Present investments and 
expenses are merely allocated to the 
respective classes of service giving each 
equal share for the benefit of diversity. 

The ultimate cost curve is somewhat 
more complicated in its determination 
but can be calculated almost as accu- 
rately. To determine this cost, resi- 
dential service is assumed to have its 
ultimate saturation in major appliances, 
such as 70%—refrigerators;s0%—ranges; 
40%—water heaters. To this is added 
the estimated increased use for lighting 
and small appliances. 

To provide service for these appli- 
ances placed on the system at random, 
adequate additions are made for distri- 
bution, transformation, and power pool 
investment as well as suitable additions 
to operating costs and revenue. The 
cost curve is then calculated based on 
these new conditions of ultimate satura- 
tion or ultimate use of residential serv- 
ice. That cost curve based on a 7% 
return on the investment and 3% for 
retirement may well be considered the 
ultimate bottom in residential rates, 
at least until such time as a new and 
cheaper way is found for making and 
delivering electricity. Usually this ulti- 
mate cost curve is slightly less than the 
cost curve under present use, especially 


if the company analyzed has a present 
condition of excess capacity. In the 
cases used for illustration here the ulti- 
mate cost curves were not materially 
different from the present cost curve. 
If a rate schedule is designed to coincide 
exactly with this ultimate cost curve, 
such a rate will result in only a 7% 
return regardless of how much the 
customers increase their use, since the 
schedule would be designed to result in 
this return for the whole range of cus- 
tomer use. Obviously, any rate that 
goes below this ultimate cost curve 
would never earn a 7% return regardless 
of how much sales were increased. If 
any rate schedule goes below that cost 
curve, it means the more service the 
company sells the more its rate of return 
is permanently lowered. 

The principal value to the operating 
companies of this type of analysis is the 
location of that bottom limit so that 
they may flag it and avoid adoption of 
the lower-rate-of-return policy without 
knowing it until it is too late. 

The question of whether the rate 
schedule can always be decreased as use 
increases depends, therefore, upon the 
relation between the rate and the cost 
curve. 

An examination of a few of these cost 
curves will illustrate the point. Chart 
I shows the history of rate reductions 
from 1923 through 1936 and likewise 
shows the residential cost curve of 
Community A?. It will be noted that 
modern rates more closely follow the 
cost curve than earlier rates. Note 
particularly the ‘“Full-Use” rate. 

The present rate schedule in Commu- 
nity A crosses the cost curve at about 
35 kilowatt-hours a month. Customers 
using less than 35 kilowatt-hours are 


2 The examples used in this discussion are all small 
communities which are part of a system serving thinly 
populated and rural areas. 
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served below cost; customers using more 
than 35 kilowatt-hours are paying some- 
thing above cost. In this particular 
case, about 65% of the customers use 
less than 35 kilowatt-hours a month. 
Customers using more than 35 kilowatt- 
hours must continue to pay something 
more than cost to make up for those 
customers using less than 35 kilowatt- 
hours if the company is to average a 
fair return for all use. This does not 
mean that the company would be better 
off without those customers using less 
than 35 kilowatt-hours, as the rate for 
such customers probably covers the 
incremental costs of furnishing service 
to them. 

Suppose now, for example, that a resi- 
dential rate is established that goes 
below the cost curve for all use above 
100 kilowatt-hours. Under such a rate, 
the company would decrease its rate of 
return by increasing its kilowatt-hour 
sales and gross revenue. It is surpris- 
ing how close present residential rates 
are in some cases to that ultimate cost 
curve if, indeed, some of them are not 
already below it. 

The rate reductions from 1923 through 
1936 in Community A were made be- 
cause of increased operating efficiencies 
and because of increased use. Chart I 
illustrates why further reductions be- 
cause of increased use cannot long con- 
tinue and how the rate automatically 
goes down for the increased use. 

Consider the residential rate schedule 
in another form as expressed on Chart 
II. There is no need to reduce this 
schedule further to bring about any in- 
creased use. As a matter of fact, the 
level of the lower steps in the rate prac- 
tically precludes any further reduction. 
The addition of 10,000 water heaters 
would not justify further reductions in 
the 1c rate. Likewise, the addition of 
10,000 ranges would not justify a de- 
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crease in the 2c rate. These might well 
beconsidered bottom steps. But this rate 
schedule will always cause a decrease 
in average rate for all increased use. 

Therefore, the statement that “Rate 
schedules can always be reduced as use 
increases” is not necessarily true, es- 
pecially now that modern rates auto- 
matically provide the necessary decrease 
in average rate for increased use. 

This does not mean that all rates are 
down to the bottom level and that they 
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cannot be reduced further. It is not to 
be expected that all rate reductions can 
be suddenly stopped for the public is 
accustomed to periodic reductions. But 
it must be realized that when rates are 
properly designed the same justification 
or need for their further reduction does 
not exist to the same extent as in the 
past. 

When rates are properly designed, 
further reductions should be made only 
as earnings justify. 

II. Will Decreased Rates Always Produce 
Increased Revenue? 

The question of the effect of lower 
rates on customer use is one that has 
been given considerable thought and 
study over a period of many years. The 
problem is particularly baffling because 
it can never be definitely known what 
use or revenue would have been if the 
rate reduction had not been made. 
Probably more generalizations have been 
made on this question than on any other 


in the industry. Many generally believe 
that decreased rates will not only pro- 
mote increased use of service but in 
such great amounts as to increase gross 
revenue, net revenue, and net return on 


the investment. This belief is not con- 
fined exclusively to those outside the 
industry. 

General statements concerning the 
effect of lower rates on revenue without 
full knowledge of all conditions cannot 
be wisely made. Most rate reductions 
are followed by very aggressive new 
business activities. It can never be 
known what the effect of that increased 
new business activity would have been 
without the rate reduction. Likewise, it 
is dificult to determine the influence of 
general economic conditions, of increased 
purchasing power of the public, and of 
decreased retail prices of appliances. 

In an effort to find an answer to this 
question, a study has been made in a 


way that eliminates as far as possible 
the effect of all factors except the rate 
reduction itself. 

The basic data were obtained from 
four operating companies in the Middle 
West system over a wide area extending 
from Wisconsin to Texas. Each com- 
pany was requested to select three or 
four typical communities for study. A 
rate history for each community was 
determined as far back as possible. 
Likewise a frequency curve was prepared 
on each community by years as far back 
as the records were available. Such a 
curve shows the number of customers 
using certain blocks of kilowatt-hours, 
as the customers using between 0 to Io, 
II to 20, 21 to 30 kilowatt-hours, etc. 
The preparation of a series of such fre- 
quency curves shows the progress made 
in increased kilowatt-hours, that is, the 
number of customers that have improved 
their use, moving from the o to Io 
bracket into a higher bracket, etc. Where 
yearly curves seemed too frequent, they 
were prepared for every third year. 

From a study of these analyses it 
can be safely stated that a decrease in 
rate will probably always induce a 
limited increase in kilowatt-hour sales. 
For example, if a customer formerly 
obtained 15 kilowatt-hours for $2.00 
and there followed a rate reduction 
whereby he could obtain 20 kilowatt- 
hours for the same price, that customer 
would be induced to increase his use 
from 15 to 20 kilowatt-hours a month. 
This does not mean, however, that such 
a reduction would necessarily induce 
the customer to pay more than $2.00 a 
month and, if he paid no more, the 
company has suffered a decrease in net 
revenue. ‘The principal question is 
whether a reduction in rate schedule 
will in itself promote sufficient increased 
sales so as to result in increased revenue 
and in sufficient amount to offset the 
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additional cost of supplying the addi- 
tional kilowatt-hours and also sufficient 
to pay a fair return on the necessary 
additional investment. 

It was found that these communities 
could be divided into two groups. For 
purposes of this presentation, Commu- 
nity B will be discussed as representa- 
tive of one group and Community C as 
representative of the other.® 

Community B. Chart III shows the 
rate history of Community B from 1924 
through 1935. This rate history is 
typical of communities in which the 
former rates were unusually high, non- 
competitive, and non-promotional. 





CHART III 
RESIDENTIAL SERVICE, 1924 TO 1935 
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Chart IV shows the number of bills 
per year for each kilowatt-hour for the 
various years studied. Chart V shows 
the frequency curves for this community 
for the years 1927 through 1936. Con- 
sider the customers paying more than 
$2.00 a month. The $2.00 bill may be 

3 These are very small communities with populations 


of about 1,000. Larger communities, of course, have 
lower rates. 































































































CHART IV 
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considered a fair average of a top-step 
bill. The question is whether reductions 
in the top steps induced more customers 
to pay more than $2.00. 

In 1927 the customer obtained 13 
kilowatt-hours for $2.00; 40% of the bills 
then were for more than $2.00. In 1936 
the customer could obtain 18 kilowatt- 
hours for $2.00, and 62% of the bills 
were for more than $2.00. In this case, 
reduction in the top step actually re- 
sulted not only in increased kilowatt- 
hours but also in increased revenue. 
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Other cases analyzed showed similar 
results where the top steps were unu- 
sually high. 

Community C. This community is 
typical of those in which the top step 
was not unduly high and where the rates 
were fairly promotional and competi- 
tive. In this case, somewhat different 
results were found. 

Chart VI shows a rate history of Com- 
munity C for 1927 through 1936. There 
was a promotional effect in the older 
rates that was lacking in Community 
B. The top step of Community C’s rate 
was reduced 27% in the 10-year period. 





CHART VI 
RESIDENCE SERVICE RATES, 1926 TO 1936 
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Chart VII shows a frequency curve of 
this community for 1926, 1930, and 
1935. In 1926 the customer could buy 
18 kilowatt-hours for $2.00 and 31% of 
the bills were for more than $2.00. In 
1935 the same $2.00 would buy 25 
kilowatt-hours and yet the frequency 
curve shows that only 27% of the bills 
were for more than $2.00. Although the 
average rate for this size of bill was 
reduced 27% during the Io-year period, 
the per cent of customers above the 
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$2.00 class is less at the end of the 
period than at the beginning. The re- 
duction in the top step induced increased 
kilowatt-hours but not increased revenue. 
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Chart VIII gives a graphic represen- 
tation of the results in Community B 
as compared with Community C. In 
Community B the top step was reduced 
from Isc to IIc and the rate was made 
promotional. During that period the 
number of customers paying $2.00 a 
month or more increased from 40% to 
62%. In Community C the top step was 
reduced from IIc to 8c and the number 
of customers paying $2.00 or more actu- 
ally decreased from 31% to 27%. 
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Other communities aadied in this 
group showed similar results. 

From these studies it may be con- 
cluded that, if residential rates are un- 
duly high, non-promotional, and non- 
competitive, they may be reduced and 
the customer will be induced not only 
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to increase use of service but also to 
pay more money. 

If the rates are already sufficiently 
low and are competitive and promotional, 
rate reductions may induce limited in- 
creased sales but may not produce 
increased revenue and particularly net 
revenue. 

The follow-on steps in the rate should 
be competitive with other available 
means of refrigeration, cooking, and 
water heating to induce the customer 
to use service in these brackets. Where 
the rates are not so competitive a reduc- 
tion to this level will provide additional 
revenue. Where the rates are so com- 
petitive, the reduction will promote in- 
creased use but may not produce in- 
creased revenue. 

Communities D, E and F. Asa further 
example to illustrate that the low rate 
does not necessarily produce higher 
revenue and not even necessarily higher 


kilowatt-hour sales, consider the case of 
Community D. The rate is a relatively 
low one and may not be considered ade- 


quate. Chart IX shows the average 
rate, kilowatt-hours per customer, and 
revenue per customer in this community 
as compared with Communities E and 
F. Natural gas is available in all cases 
but probably gas rates are lower on the 
average in Communities E and F than 
in Community D. 
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Middle West System Results: Chart X 
gives a few of the indexes usually re- 
ferred to in residential service and com- 
pares the Middle West system with the 
industry. Average rates in the Middle 
West system are somewhat higher than 
for the industry as a whole. This is as 
it should be because of the large number 
of small towns in this system, where 
90% of the communities served are 
under 2,500 population. The last figure 
on this chart shows the average rate per 
kilowatt-hour on increased kilowatt- 
hours per customer. Mention should 
be made of the limitations in using an 
average of an average. A different and 
somewhat higher figure for both Middle 
West and the industry would result if 
the total increased residential revenue 
were divided by the total kilowatt-hour 
sales. Both of these would have a degree 
of error caused by change in the number 
of customers. However, the charts are 
shown for comparison and may be 
viewed with that limitation. 

ITI. Should Rates Be at the Same Level 
Regardless of the Size of Communities? 

As pointed out in the introduction, 
numerous factors must be considered 
in rate design. The principal one, how- 
ever, continues to be cost of furnishing 
the service. 

It is common knowledge that the unit 
costs of furnishing service are greater in 
smaller communities than in larger ones. 
Service to small towns scattered over a 
wide area requires higher investments 
by reason of the longer transmission 
lines and higher operating cost. Indi- 
vidual plants would not remedy the 
condition as diversity would be lost. 

Chart XI illustrates this difference. 
These companies were chosen specifically 
because they are separate utility com- 
panies with separate investments and 
separate accounts, each company serv- 
ing exclusively a distinct type of terri- 
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CHART X 


RESIDENTIAL CUSTOMER DATA FOR MIDDLE WEST SYSTEM 
AND THE INDUSTRY 
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tory—one a densely populated city area 
and the other a large scattered group of 
small towns. Company A serves pre- 
dominantly a city of 45,000 population. 
Company B serves 257 small towns with 
an average population of 970. The same 
procedures were employed in determina- 
tion of these ultimate cost curves for 
each company. 

It is not intended to infer that the 
actual rates should represent so great a 
difference. Practical considerations must 
enter into rate-making. It is generally 
recognized that a large community has 
an obligation to the smaller ones in its 
trade area and should help to carry these 
small communities. However, again 
practical considerations must be taken 
into account. It is sometimes difficult 
to convince the large city that it should 
help to carry its trade area. The large 
community may at any time resort to 
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government operation, thereby leaving 
the company with unprofitable small 
communities. 

This is an important subject and much 
more could be said about it. The 
example cited here is shown primarily 
to illustrate the point that the cost of 
furnishing service is considerably higher 
in small than in large communities and 
rates should reflect at least a part of 
this difference. 


IV. Does Recovery in Gross Revenue 
Result in Complete Recovery from 
Rate Reductions? 


The principal difficulty in studying 
recovery from rate reductions lies in the 
lack of knowledge as to what customer 
use would have been if the rate had not 
been changed. To avoid this difficulty, 
another procedure somewhat different 
from former ones will be outlined here. 
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A study of recovery by this method 
deals only with quantities fairly weli 
known or easily determinable. For 
example, a company knows the average 
price per kilowatt-hour it obtains on 


increased kilowatt-hour sales. It can 
fairly accurately calculate the load 
factor of the increased sales. Increased 
investment costs per kilowatt of demand 
and increased operating costs are subject 
to close determination. 

With these factors at hand, a given 
rate reduction can be carried through 
to determine the effect on net revenue 
and finally the effect on net return on 
the investment. A calculation can then 
be made as to the increased kilowatt- 
hour sales and increased gross revenue 
necessary to bring about complete re- 
covery from such a rate reduction. Hav- 
ing determined the necessary increase, 
the progress can be checked at any 
point to determine whether or not com- 
plete recovery has been obtained. 

Too often there is confusion as to 


what complete recovery really is. Many 
point to the greatly increased kilowatt- 
hour sales following a rate reduction; 
others mention that recovery has been 
realized when gross revenue is back to 
where it was before the reduction. 
Others believe that surely recovery is 
realized when net revenue has com- 
pletely recovered. 

Unfortunately, considerably more re- 
covery is needed than either recovery 
in gross or net revenue in order to pro- 
vide complete recovery in per cent re- 
turn on the investment. This is par- 
ticularly so today now that rates are so 
low for all increased sales. The low 
follow-on steps have made this so. 

Hypothetical Case. The application of 
a rate reduction to a hypothetical case 
will illustrate the recovery needed to 
bring about complete recovery from a 
rate reduction. The hypothetical utility 
may not be typical of all utilities but it 
is typical of those companies serving a 
large number of small communities. 
Any difference in the assumptions, how- 
ever, will not materially affect the re- 
sults. For example, companies serving 
large metropolitan centers may have a 
lower cost on increased power pool in- 
vestment but, likewise, such companies 
will probably have a lower rate on the 
increased sales. 

Table I shows a few pertinent figures 
relating to the hypothetical case. 

Table II shows the results of a 5% 
reduction without any recovery. The 
5% reduction of $100,000 in gross reve- 
nue results in a reduction in like dollars 
in net revenue. This point is sometimes 
overlooked. In other words, where the 
operating ratio is 50%, a 5% reduction 
in gross revenue means a 10% reduction 
in net revenue. This 5% reduction in 
gross revenue reduces the net return on 
the investment from 7% to 6% or 14.3%! 


4Consider further that this hypothetical utility has a 
(Footnote 4 continued on page 303) 
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TaBLeE I. FinancraL Position oF HyYPorHETICAL 
Uritiry Company BEFORE Rate REDUCTION 








Total system investment $10,000,000 


$5,000,000 
$5,000,000 


Investment in power pool 
Investment in distribution 


Total annual gross operating revenue...| $2,000,000 

Total number of customers 66 , 666 

Average annual revenue per customer... $30 

Total annual kilowatt-hour sales 40,000,000 

Average annual kilowatt-hour sales per 
customer 

Average revenue per kilowatt-hour sold. 

Total system peak (kilowatts) 

Annual load factor 

Total annual operating expense 

Operating ratio 

Net revenue (available for depreciation 
and return) 

Per cent earned on investment for de- 
preciation and return 

Allowance for depreciation 

Balance for return on investment 








reduction in per cent return. It is imma- 
terial whether 6% or 7% is a fair return. 
There would be similar results if the 
utility now earned 5%. 


Taste II. Frinancrat Position oF Hypotueticat 
Uritiry Company AFTER A Rate ADJUSTMENT 


RepucinG THE ANNUAL Gross REVENUE 5% 








Loss in annual gross operating revenue 
(5% cf $2,000,000) $ 100,000 
New annual gross operating revenue... .| $ 1,900,000 
Loss in annual net revenue (10% of 
$1,000,000) 
New operating ratio 52.5% 
New net revenue $ 900,000 
Total system investment $10,000,000 
Per cent earned on investment for de- 
preciation and return 9% 
Allowance for depreciation 3% 
Balance for return on investment 6% 


$100,000 








Now assume complete recovery in 
gross revenue. Table III shows the 
hypothetical case with this recovery. 


(Footnote 4 continued from page 302) 
financial set-up as follows: 








Per- | Total Dol- 
cent- |lars in Each} Interest 
age Type of Rate 
Security 
40% | $4,000,000; 5.0% 
30 3,000,000} 6.5 i 
30 3,000,000} 10.0 300,000 
100 $10,000,000 7.0 $700,000 


The $100,000 rate reduction is a 3344% reduction in com- 
mon dividends since all other dividends are fixed. 
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The added kilowatt-hours to provide 
$100,000 increase in gross revenue are 
sold at an average rate of 3c. This is 
about the average based on the new 
business program in the Middle West 
system. This is somewhat lower than 
the existing average rate of 5c. Conse- 
quently, to obtain 5% increase in gross 
revenue, kilowatt-hour sales must be 
increased 8.25%. These increased kilo- 
watt-hours must be manufactured and 
delivered. It means that increased in- 
vestment in plant capacity must be 
provided, that there is increased pro- 
duction cost, increased sales expense, 
and other less important increases. Con- 
sequently, net revenue does not increase 
by $100,000 but only $65,000. This 
leaves a lesser amount for a return on a 
greater investment. As a result, the net 
return on the investment shows a re- 
covery from 6% to only 6.4%. This is 
still considerably short of the 7% before 
the reduction. The utility is far short of 
recovery when it has recovered in gross 
revenue only. 

Now carry the case one step farther 
to determine the results following com- 
plete recovery in net revenue. Table 
IV illustrates this case. This requires 
an increase of 12.8% in kilowatt-hour 
sales and an increase of 7.7% in gross 
revenue. 

As in the previous case, however, the 
increased kilowatt-hours require in- 
creased investment and increased ex- 
pense. Consequently, the final result is 
a balance of the same net revenue as 
before the reduction but a still higher 
investment. The return on investment 
is 6.58%. Consequently, even after com- 
plete recovery in net revenue the com- 
pany has not completely recovered to a 
point where it is obtaining the same 
return on the investment as before the 
reduction. The return on investment is 
the only measure of complete recovery. 
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Tasie II]. Financtat Position or HypotueticaL Utitiry Company AFTER INCREASED SALES Have 
RECOVERED THE Loss 1n Gross REVENUE* 








Gross operating revenue to be recovered 
Additional sales to recover: - 
Additional 


Annual Average Annual 
Additional Load Killowatt-Hrs. Rates Revenue 





900, 000 4c $36,000 
990,000 ac 19, 800 
220 water heaters 660,000 Ic 6,600 


Lighting and miscellaneous appliances 752,000 5c 


2,250 refrigerators 





$ 100,000 


Additional kilowatt-hour sales required (8.25%) 3) 302,000 
Additional system peak to serve new load (40% L.F.)............ 0.0. c eee e eee eee eee eens 945 
Additional investment $300 per kilowatt-hour $ 283,500 
New system investment $10, 283, 500 
New gross operating revenue $ 2,000,000 
Additional operating expense (35% operating ratio) 
Additional net revenue (available for depreciation and return) 
New net revenue (available for depreciation and return) 

Per cent earned on investment for depreciation and return 
Allowance for depreciation 

Balance for return on investment 








* Supporting data for the calculation of Table III are as follows: 


TYPICAL SALES PROGRAM TO RECOVER $100,000 IN GRoss REVENUE 








Additional Percent Annual Total Percent 
Load of Total Killowatt- | Additional | Additional Additional 

Required Customers Hours per Kilowatt- Kilowatt- i Annual Gross 
Unit Hours Hours Hi Revenue 


400 900,000 2.25 $ 36,000 
1,500 990,000 2.47 19,800 
660,000 1.65 6,600 
752,000 1.88 37,600 


3,302,000 ‘ $100,000 





























he", bees Peak 
— 


945 kilowatts 40% L.F. 


Added Investment 


Power Pool 
General stations at_...$125.00 per kilowatt installed capacity 


Trans. lines 50.00 per kilowatt installed capacity 
Substations. 25.00 per kilowatt installed capacity 


$200.00 per kilowatt installed capacity 
50.00 


945 kilowatts at $250.00 
Distribution System 

660 Ranges at $75.00 

220 Water heaters at $25.00 


Total per kilowatt of added system peak $308 .00 


Added 6 ns Expense 
8,802,000 kilowatt-hours at $.0055 $18,161 
New business at .70 /$ amortized over 10 y ’ 
Maintenance and operation of added Fs at 1% 2,912 
Taxes at 2% 5,825 
Commercial $3.00 /added meter. 660 
General and miscellaneous $6.00 /added meter 1,320 


$35,878 (35% operating ratio) 


t If lighting were substituted for WH load in obtaining recovery, it would reduce load factor, increase investment per kilowatt 
added and increase operating ratio. 
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Taste IV. Financrat Position oF HyporHeTIcaL 
Uritiry Company AFTER INCREASED SALES HAvE 
REcovERED THE Loss 1n Net REVENUE 


100,000 








Net revenue to be recovered $ 
Additionai gross revenue required at 35% 
operating ratio (7.7%) $ 
Additional kilowatt-hour sales required 
at 3c per kilowatt-hour (12.8%) 
Additional kilowatt system peak to ser ve 
new load (40% L.F.)..........2.05- 1,465 
Additional investment at $300 per kilo- 
$ 439,500 


$10,439, 500 
$ 2,153,846 


53,846 


153,846 


5,128,200 


New system investment 

New gross operating revenue 

Additional operating expense (35% 
operating ratio) $ 

New net revenue (available for depre- 
ciation and return) $ 

Per cent earned on investment for de- 
preciation and return 

Allowance for depreciation 

Balance for return on investment 


100,000 


9.58% 
3% 
6.58% 








Now, as a final case, what must the 
company obtain in increased kilowatt- 
hours and increased gross revenue to 
realize complete recovery from the 5% 
rate reduction? Table V illustrates this 
case. To prepare this table, it was neces- 
sary to work backward from a 7% re- 
turn. To obtain this, the hypothetical 
utility must increase its kilowatt-hour 
sales by 25% and must increase its gross 
revenue 15%. In other words, with rates 
designed as they are now with low follow- 
on steps as they should be designed to 
meet competition and to meet existing 
conditions, the company must obtain 


Taste V. Financtat Position or HyPporHETICAL 
Uritiry Company AFTER INCREASED SALES Have 
RECOVERED THE Loss IN RETuRN ON INVEST- 
MENT 








Additional net revenue required to re- 
cover 7% return on investment 
(19.5%) ' $ 

Additional gross revenue required at 
35% operating ratio (15%) $ 

Additional kilowatt-hour sales required 
at 3c per kilowatt-hour (25%) 

Additional kilowatt system peak to serve 
new load (40% L.F.)...........200- 2,855 

Additional investment at $300 per 
kilowatt $ 856,500 

New system investment $10,856, 500 

New gross operating revenue $ 2,300,000 

Added operating expense $ 105,000 

New net revenue (available for depre- 
ciation and return) 

Per cent earned on investment for de- 

reciation and return 10% 

Allowance for depreciation 3% 

Balance for return on investment 7% 


195,000 
300,000 


10,000,000 


$ 1,095,000 








25% increase in kilowatt-hour sales to 
recover completely from a 5% reduction 
in gross revenue. 

Chart XII shows graphically the re- 
sults of the last four tables. The figures 
at the top of the blocks indicate the per 
cent change from the original condition. 

Therefore, complete recovery from a 
rate reduction is not realized with a 
mere recovery in gross revenue. True, 
some companies have a present condi- 
tion of excess capacity and do not now 
have to provide increased capacity for 
all additional kilowatt-hours sold. These 
cases are few, however, and even where 
they exist reserve capacity is being de- 
pleted and the loads are increasing so 
rapidly that these companies may 
shortly find themselves in need of spend- 
ing new money for new capacity. Even 
where the excess capacity exists, all in- 
creased kilowatt-hours should be sold 
at a price sufficient to cover the propor- 
tionate share of the existing capacity 
that these kilowatt-hours require for 
delivery. . 

Formula. The following formula gives 
the required increase in annual kilowatt- 
hours per customer necessary to produce 
complete recovery in rate of return 
following a residential rate reduction. 

ABC 


D—E 
in which 

X=required annual kilowatt-hours per customer in- 
crease 

A=per cent rate reduction expressed as a decimal 

B=annual average kilowatt-hours per customer be- 
fore rate cut 

C=average rate (expressed in dollars per kilowatt- 
hour) before rate cut 

D=average rate (expressed in dollars per kilowatt- 
hour) at which increased kilowatt-hours are sold 

E=average cost (expressed in dollars per kilowatt- 
hour) of delivering increased kilowatt-hours sold, 
including return on added investment 


For example, assume: 
A= 5% (.05) D= $0.03 
B=600 E=$0.025 
C= $0.05 
(Footnote 5 continued on page 306) 
5 This means that the cost per kilowatt-hour of de- 
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|\CHART XII 


FINANCIAL POSITION OF UTILITY 
COMPANY AT FOUR STAGES IN 
RECOVERY FROM A RATE 
REDUCTION 


1. NO RECOVERY 


Gross Net 
Rev. Rev 


A 


2. GROSS REV. RECOVERED 


KWH Gross Net System % 
Seles Rev. Rev. Investment Return 


Syste % 
Investment Return 





65% 





3. NET REV. RECOVERED 


KWH Gross Net System % 
Sales Rev. Rev. Investment. Return 


128% 





4. RATE OF RETURN RECOVERED 


KWH Gross Net System % 
Sales Rev. Rev. Investment Return 


25% 


95% 
-_ 856% 





[-___] OR/GINAL CONDITION 
GB ew conoirion 








(Footnote 5 continued from page 305) 


livering the additional service including a return 


Applying these figures to the formula, 
we have 


05 x 600 x .05 


, 


03 — .02 
This is an increase of 25%. In other 
words, a 25% increase in kilowatt-hours 
is necessary to provide complete re- 
covery from a 5% rate reduction. 


Conclusion 


Properly designed rate schedules auto- 
matically provide a decrease in average 
rate for all increased use of electricity. 

Decreased rates will probably always 
result in a limited increase in kilowatt- 
hour sales but not necessarily an increase 
in gross revenue nor net revenue. The 
nature of the rate schedule must be 
carefully analyzed before it is reduced 
as a means of providing more revenue. 
If it is properly designed and is suffi- 
ciently low and competitive, there is no 
need to reduce it further for this pur- 
pose. Reductions then should be made 
as earnings justify the reduction. 

Recovery from a rate reduction is a 
difficult matter to determine but there 
are methods that lead to fairly accurate 
conclusions. As present rates are fairly 
low, especially for increased use, a much 
greater increase in sales is required to 
provide complete recovery from a rate 
reduction. A complete recovery in gross 
or net revenue still leaves the company 
considerably short of complete recovery 
in per cent return on the investment. 
Complete recovery is only realized when 
the company’s net return after the reduc- 
tion is the same as that before. In the 
hypothetical case which is typical of 
utilities operating in small communities 
with promotional rates, the company is 
required to increase its kilowatt-hour 
sales by 25% in order to recover com- 
pletely from a 5% rate reduction. 
any additional investment required must be $0.02 so 


that anything received in excess of $0.02 per kilowatt- 
hour will be available for recovery from the reduction. 











Urban Land Department 


Morton Boprisn, Editor 

















Estimating the Effects of Homestead Tax Exemption 


HE exemption of homesteads from 
taxation is important, not because it 
is an isolated phenomenon existing 
apart from the general problem of tax 
exemption, but because it possesses char- 
acteristics which strike at the roots of the 
property tax system.! Local governments 
receive approximately 90% of their revenues 
from the general property tax.? Therefore, 
any material alteration in the general prop- 
erty tax system such as exemption of homes 
from all or a part of the tax burden may be, 
in the absence of adequate replacement 
taxes, the factor determining the solvency 
or bankruptcy of many local governments. 
Numerous attempts have been made to 
determine the effect of homestead tax exemp- 
tion upon state and local revenues. Among 
the more important are the studies that 
have been made for the states of Oklahoma, 
Missouri, Kansas, Alabama, New Mexico, 
and Utah. 
The Oklahoma Studies 
In November, 1934 the Brookings Insti- 
tution of Washington, D. C., made a study 
of the immediate effect of a homestead tax 
exemption upon local revenues. The City 
of Stillwater, Oklahoma, a community of 
moderately valued homes and a population 
of approximately 8,000 constituted the sub- 
ject matter of the survey. The data revealed 
that a $3,000 exemption would remove from 
the tax rolls practically all homesteads, 
while a $1,500 provision would approximate 
85% of complete homestead exemption. It 
was also discovered that the reduction in 
total assessed value of Stillwater property 
would be as follows: 


Some interesting facts were discovered 
by the Oklahoma Tax Commission in its 
study of the effect of homestead tax exemp- 
tion in Oklahoma at various amounts of 
exemption. It was found that the average 
reduction in total assessed valuation of all 
counties studied (31 in number) would be 
as follows: 








Percent of Total 


Exemption 
Valuation Exempted 





o7 
“4/7 





2,500 
All homesteads 


The percentages in Table I are very sig- 
nificant. It will be observed that, in those 
counties where the percentage of real prop- 
erty is extremely high when compared to 
the total of real and personal property, the 
effect of homestead tax exemption will be 
to lower sharply the value of the tax base. 
Also, in counties where the percentage of 
property owned by public service corpora- 
tions is relatively high, the tendency is for 
homestead exemption to be less serious in 
its effects upon the total tax base. The table 
apparently indicates that the county of 
Tulsa is the exception to both rules, for in 
that county the percentage of real property 
is high and the percentage of property owned 
by public service corporations is low, yet 
real property tax exemptions apparently 
diminish the tax base only moderately. The 
explanation is that the county is primarily 
ae the City of Tulsa being located 











Percent of Total 
Valuation Exempted 


20.76% 
27.51 
28.97 
29.93 


Exemption 











1¥For definition of “homestead tax exemption” see 
May, Alonzo B., “The Status of Homestead Tax 
Exemption in the United States,” 13 Journal of Land 
& Public Utility Economics 132 (May, 1937). 


2 American Legislators’ Association, The Exemption 
of Homesteads from Taxation, p. 8. 

3 See “A Study of the Probable Immediate Effect of 
Homestead Tax Exemption in Oklahoma,” Oklahoma 
State Tax Commission, Bulletin No. 2, February, 1935; 
also Thomas, Raymond D., “Exemption of Homesteads 
from Taxation: A Case Study in Oklahoma,” 11 Fournal 
of Land & Public Utility Economics 256-265 (August, 
1935). 

4 Analysis of the Effect of Homestead Tax Exemption 
in Thirty-one Oklahoma Counties, Oklahoma Tax Com- 
mission, January 25, 1936. 
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Tas_e I. Repuction 1n Tax Base 1N OKLAHOMA COUNTIES UNDER HoMESTEAD Tax 
ExEMPTION* 








Percent Reduction in Tax Base 


Percent of 
Home 
Owner- 


Percent of 
Pub. Serv. 
Corp. 


Percent of 
Real 





$1,000 


8 


Prop. Prop. ship 





_ 


4) 
Washington. . 
Tillman...... 
Latimer 


_ 


Avu aon nsa7a 


O ARO OIO36s © 
O C~I CO COW CO 
DAe YH OWNR 


— 














67.1 
72.3 
42.0 
78.8 
45.6 
49.3 
72,0 
59-5 


14.7 
16.6 
23.2 
13.0 
48.7 
42.5 
16.3 
31.7 


37-9 
49.8 
42.7 
36.9 
35-5 
31.7 
40.9 
39-9 














*Table is briefed from data presented in Analysis of the Effect of H 


therein. Furthermore, the average value of 
homesteads located in Tulsa County is 
higher than that generally prevailing in 
chee counties. Where this is true the tend- 
ency is for homestead exemption to reduce 
the tax base less than if the case were other- 
wise. Again, there is a tendency for home- 
stead exemption laws to cut down the tax 
base severely where the percentage of home 
ownership is high. 

The conclusion of the Oklahoma Tax 
Commission as to probable tax reduction 
under a $1,500 homestead exemption law 
is as follows: 


“The population of these 31 counties is estimated at 
809,992 or 13.8 per cent of the total of the state. 
Assuming further that these 31 counties are a good 
sample of the state, a $1500 exemption of homesteads 
would result in an estimated total tax reduction of 
$3,283,363.00, of which county governments would 
lose 36.5 percent, cities and towns, 9.6 percent, and 
school districts 53.9 percent; and a $1000 exemption 
would result in an estimated total tax reduction of 
$2,674,905 for the whole state, which would be shared 
in about the proportion by local governments as above 
indicated.’ 

Missouri, Kansas, Alabama 


and New Mexico Studies 


In 1935 the State of Missouri defeated a 
proposal to exempt homesteads from taxa- 
tion. The survey conducted by the Kansas 
City Civic Research Institute relative to 
the effects on revenues in Missouri had such 
a proposal been adopted is, nevertheless, 
interesting and enlightening. The Institute 
found that, if legislation were passed exempt- 
ing homesteads up to $1,500 of assessed 
value, Kansas City annual revenues would 
diminish from $750,000 to $1,000,000. 


5 Tbid., p. 2. 
6 The Exemption of Homesteads from Taxation, Civic 


lead Tax E: in Thirty-one Oklahoma Counties. 





Other cities would suffer revenue losses 
ranging from 6 to 70%, the smaller munici- 
palities losing the largest percentages. It 
was found, for example, as the City of 
St. Louis, possessing 67,162 taxable homes, 
would suffer a decline of only 6%, or a total 
loss in revenues of approximately $1,200,000, 
On the other hand, Sedalia, a city with 
2,927 taxable homes, would lose about 
$97,000 in revenues or a reduction of 70% 
The Institute concluded that the revenue 
decline for the State of Missouri as a whole 
would be about 14% of the total amount 
of property tax collections, or a net loss 
approximating $14,000,000.° 

In March, 1936 the Research Department 
of the Kansas Legislative Council published 
a survey relative to the probable effects on 
public revenues if a tax exemption measure 
were passed providing for a blanket tax 
exemption of all rural properties of 40 acres 
and their improvements. The estimate was 
constructed from the 1930 Federal Census 
figures which show the number and size of 
farms, number of properties occupied by 
the owners, and the 1934 figures which indi- 
cate total assessments and average per-acre 
assessments. 

The Council found that the total assessed 
valuation of such exempt property would 
amount to $180,933,148 or 15.4% of the 
assessed farm property in the State or 6.6% 
of the valuation of all property. The per- 
cent of the 6,299,178 acres that is occupied 
by the owners is not known. Nevertheless, 
the percent of owner occupancy for most of 
the counties ranged between 50 and 60%. 
If, however, the 1930 Census figures are 


Research Institute of Kansas City, Missouri (Decem- 
ber, 1935). 
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TaBLeE II. 


3°9 


EstTIMATED VALUATION REDUCTION AND PERCENTAGE OF ToTAL STATE 


VALUATION THROUGH HoMEsSTEAD Tax EXEMPTION AT VaRIous AMOUNTS* 








Maximum 


Minimum Probable Median 





Per 


Exemption Amount cent 


Per 
Cent 


Per 


Amount cent Amount 





5.21% 

9-79 
13.67 
16.87 
19.45 


$133,000,000 
250,000,000 
349,000, 000 











4.12% 

7.84 
10.98 
14.53 
15.69 


3.14%] $105,000,000 
5.88 
8.20 
10.12 


12.69 


$ 80,000,000 
150,000,000 
209 , C00, CO 
258,000,000 
298 , 000, 000 














*Homestead Tax Exemption, Supplementary Report, Research Department, Kansas Legislative Council (July, 1926), p. 6. 


used as a basis for an estimation, it is clear 
that farm property to the value of $104,- 
600,000 would be exempt under such legis- 
lation.” 

The Council, using the same sources as 
were used in making the estimate where 
the 40-acre blanket exemption was assumed, 
submitted estimates in the July, 1936 
Supplementary Report showing “‘the possible 
range and relative variations at the various 
exemption amounts.” Table II indicates the 
Council’s findings as to estimated minimum, 
estimated maximum, and probable median 
loss in assessed valuation at various exemp- 
tion rates. 

In the latter half of 1935 the Bureau of 
Business Research of the University of 
Alabama made a study of the probable 
effects of a homestead tax exemption law 
where the maximum amount was $1,200 on 
an acreage not in excess of 160 acres. Thirty- 
one of Alabama’s 67 counties were included 
in the survey and the conclusions reached 
relative to the counties studied were used as 
a basis in determining estimates for the 
entire State. It was discovered that the loss 
which 49 of the 67 counties would sustain 
would range from Io to 25%, 21 of the 
counties losing 20 to 25% of their total 
assessed valuation. 

In January, 1935 the Legislature of New 
Mexico passed a constitutional amendment 
which provided for the exemption of the 
homestead of 


“ 


. . - each head of a family, or widow, and of every 
honorably discharged soldier, sailor, marine, and army 
nurse, who served in the armed forces of the United States 
at any time during th oeriod in which the United 
States was regularly and fficially engaged in any war, 
in the sum of two thousand five hundred dollars.’’® 


' Homestead Tax Exemption, Preliminary Statement, 
Research Department, Kansas Legislative Council 
(March, 1936). 


The act proposed to amend Section 5, 
Article 8 of the New Mexico Constitution 
which provides that the Legislature may 
exempt from taxation the property of family 
heads to the amount of $200 and the prop- 
erty of all honorably discharged soldiers, 
sailors, marines, and army nurses who are 
veterans of any American wars, to the sum 
of $2,000. 

At the special election held September 
17, 1935 the voters of New Mexico defeated 
the proposed amendment by a vote of three 
to one. Nevertheless, the New Mexico 
attempt to exempt homesteads from taxa- 
tion is interesting, not only in itself but 
also because of the survey it called forth by 
the Tax Payers Association of New Mexico.°® 

Table III shows in detail the loss in valu- 
ation which would have been suffered by 
the 12 counties if the $2,500 homestead tax 
exemption law had been ratified. By using 
these figures as a basis, the Association es- 
timated that the valuation loss which would 
be suffered by the entire State would total 
$31,500,000, or a revenue loss of approx- 
imately $650,000. 

The Tax Payers Association of New 
Mexico vigorously opposed the amendment, 
asserting that ratification would mean either 
drastic cuts in governmental functions, par- 
ticularly education, or the imposition of 
special taxes on tobacco, amusements, cos- 
metics, ammunition, guns, athletic goods, 
bank checks, playing cards, etc. It was 
further argued that, if the suggested in- 
crease of the sales tax to 4% cen an 
actuality, in order to make up revenue losses 
resulting from homestead tax exemption 
legislation, such a high rate on this type of 


8 Senate Joint Resolution No. 5; Twelfth New Mexico 
Legislature, approved January 31, 1935. 
9See New Mexico Tax Bulletin, Vol. XIV, Nos. 7, 8. 
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Taste III. 


Estimatep Loss In VALUATION oF 12 NEw Mexico CounrTIES UNDER 


ProposED Tax Exemption Law* 








1934 Assessment 


Percentage 
Loss in Valuation 


Loss in Valuaticn 








13,345,120 
8,575,712 
6,743,234 
4, 302,128 
7,721,471 
5,036,662 
14,362,491 
12,459,959 
4,536,773 
6,716 
11,614,630 
$120,001, 649 


1347 448,726 


_ 


SS 


4,624,433 
1, 332,065 
1,040,767 
258,775 
220, 804 
954, 562 
339,058 
1,476,223 
1,100,897 
240, 588 


_ 


_ 


= 
OF AN CO ANMNWw Nw ~] 
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541,689 
$ 12,578,487 


_ 











*Source: New Mexico Tax Bulletin, August, 1935, pp. 128-129. 


regressive tax would tend to dry up the 
source of sales tax revenues. The Associa- 
tion averred that the small reduction in real 
property taxes for home owners would be 
offset by higher prices which the recipients 
of homestead subsidies would have to pay 
because of new forms of taxes appearing in 
commodity prices. Last, the owners of home- 
steads of a value exceeding $2,500 might 
have their taxes increased on the excess 
value by means of higher tax rates or higher 
assessments or both.!° 


The Utah Survey 


At the election held November 3, 1936 
the people of Utah ratified an amendment 
referred to them by the Legislature, which 
reads as follows: 

“The legislature may provide for the exemption 
from taxation of homes, homesteads, and personal 


property, not to exceed $2000 in value for homes and 
homesteads and $300 for personal property.”!! 


It will, of course, be observed that the 
Utah amendment merely confers the power 
upon the Legislature to enact homestead 
legislation if it so desires. Noteworthy, also, 
is the unique provision for a restricted per- 
sonal property exemption. 

The Legislature appointed a committee 
to study the problem of homestead tax 
exemption and report its findings to the 
governor in advance of the 1937 session. 
This committee found that the amount of 
tax loss which would be suffered if the pro- 
posal became law would depend largely upon 


10 Tbid., September, 1935, pp. 134-135. 
11 Laws of Utah (1935), p. 257. 


the definition of a homestead as determined 
by the Legislature. 

Five possible definitions were used as a 
basis for determining revenue losses. Under 
Plan I the definition included all real prop- 
erty in Utah, “including homes, farms, 
mines, utilities and other corporate wealth, 
such that all property owners, regardless of 
the type of property, would secure the 
exemption privileges.”!2 Obviously, the 
maximum revenue loss would be suffered by 
the several taxing jurisdictions under this 
plan. It is very unlikely that the Legisla- 
ture will define a homestead so broadly; 
nevertheless, the committee studied the 
effects of a homestead exemption law under 
Plan I in order to determine the maximum 
possible losses that could be reasonably ex- 
pected under the most liberal definition of 
a homestead. Under Plan II the committee 
used the definition of a homestead as used 
by Utah courts for judicial purposes— 
namely, that where a person owns several 
houses, farms, stores, vacant lots, or other 
real property, the owner is required to desig- 
nate which property is his lawful home- 
stead. Only one exemption is permitted 
under the judicial definition. Under Plan 
III only real property improvements would 
be exempted. The land itself where the 
improvements were located would not be 
included in the exemption. It is clear at 
once that this definition would result in 
less revenue losses than would be the case 
under either Plans I or II. Plan IV restricted 


12 Report, Investigating Committee of Utah Govern- 
mental Units (1936), State of Utah, p. 4. 
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the definition of a homestead to homes occu- 
pied by their owners. Under Plan V the 
exemption was to apply only to the house 
and buildings of properties where the owners 
actually were in bona fide residence. It 
will thus be readily apparent that Plan V 
would result in less revenue loss than any 
of the other plans. 

The committee found that, if a law were 
passed which provided for exemption of 
homesteads up to a maximum value of $2,000 
and $300 worth of personal property, the 
revenue loss that would be sustained by 
the state and local governments would be 
as follows:' 








Percent of 
Revenue Loss 


II 25.5% 
lll 13.3 
IV 12.4 
V 9.4 


Plan 











The committee in its estimations of the 
possible losses in Utah cities under a law 
providing up to $2,000 for homesteads and 
$300 for personal property based its findings 
on a study of 72 cities. The losses are as 
follows :'4 








Percent of Losses 
in City Revenues 


II 31.5% 
Ill 21.2 
IV 18.2 
Vv 12.0 


Plan 











13 The estimations are based upon the 1935 assess- 
ments in property which totaled $517,384,850. Total 
property tax revenues for that year amounted to 
$17,426,672 for state and local governments (Jéid., 
P- 34). 

4 Tbid., Figure 30-A, p. 41. 

16 Tbid., pp. 61-66. The 100-million-dollar exemption 
total includes the value of the national forests. The 
value of the latter was arrived at by capitalizing the 
annual income at 4%. This totals approximately 
$15,000,000. If subjected to the average tax rate, the 
national forests would yield a return to the Utah gov- 
ernments of $505,000 per year in addition to the 
$48,000 the State at present receives as its share of the 
national forest income. The Utah State Tax Commis- 
sion in 1934 stated that, if a $2,000 homestead exemp- 
tion law had been in force in 1933, the total loss in reve- 
nues from the property tax would have been $2,798,000. 
The report further stated, “If owner-occupied homes 
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That a homestead exemption law for the 
State of Utah, along the lines laid out by 
the amendment to the Utah Constitution, 
would prove a very serious problem is readily 
evident when one considers that 74.3% of 
all land in Utah is already tax exempt. The 
explanation for the large percentage of non- 
taxable real property lies in the fact that 
the Federal Government owns approxi- 
mately 2/3 of the land area of the State. 
The State of Utah also owns large areas 
which were obtained through federal educa- 
tional land grants. These, too, are tax 
exempt. The value of all tax-exempt prop- 
erty totals, according to the committee’s 
report, $99,486,189 or roughly 100 million 
dollars. This amounts to 19% of the total 
assessed valuation of Utah, and if it were 
subjected to taxation on the basis of the 
average levy for the State as a whole, the 
ig would approximate 34 million dol- 
ars.) 

The committee recommended that the 
Legislature adopt Plan IV if the people 
ratified the proposed amendment. Under 
this plan only homes and homesteads occu- 
pied by the owners, up to $2,000 in value 
and household furnishings up to a minimum 
value of $300, would be exempt from taxa- 
tion. It was further recommended that 
vacant city lots, farm land, or homes not 
occupied by the owner, not be made eligible 
for tax exemption. It must be kept in mind, 
however, that the committee used the figure 
$2,000 only to indicate a maximum for a 
liberal homestead exemption law. It was 
not averse to maximum exemption rates 
of less than $2,000. 


Finally, it was estimated that under a 
homestead tax law the revenue loss that 
would accrue to the several taxing jurisdic- 


and dwellings are exempted, a very substantial portion 
of the tax revenues upon which the counties, cities, 
towns, and school districts depend for financial support 
will immediately be removed. Under our present sys- 
tem of statutory limitations of levies, which limits 
have been reached in the majority of the communities, 
there will be no method of increasing the tax revenues 
from the property which will remain upon the tax rolls. 
These limits must necessarily be eliminated or substan- 
tially raised if the same amount of revenue for the 
operation of local government is to be obtained from 
the property tax. If the property tax is not resorted 
to, resort must be had to other forms of taxation or 
else governmental expenditures must be substantially 
decreased.” (Second Biennial Report, State Tax Com- 
mission of Utah, 1933-34, p- 15.) 
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tions would be borne in approximately the 
following proportions:'® 


Counties 
Cities 
School districts 


The above figures do not mean that 
counties would lose 1 /5 of their revenue, but 
that the county share of the tax loss re- 
sulting from an exemption law would approx- 
imate 1/5 of the total. 


16 Report, Investigating Committee of Utah Govern- 
mental Units (1936), State of Utah, p. 153. 


Conclusion 


The data indicate that cities and school 
districts will suffer a greater percentage of 
decline in total revenues under a homestead 
tax exemption policy than will county and 
state jurisdictions. Furthermore, the loss 
to small towns will be greater than to large 
cities. Finally, many states may find it 
necessary, if they pass homestead exemption 
laws, to remit funds to smaller political sub- 
divisions to replenish impoverished treas- 
uries. Atonzo B. May 
Assistant Professor of 
Economics, University 
of Denver 
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Pennsylvania Planning and Zoning Enabling Acts 


LL Pennsylvania municipalities now 
have the authority to adopt and 
enforce zoning ordinances. Cities, 

boroughs, first-class townships, second-class 
townships, and counties are empowered to 
control uses of land and structures in the 
interest of the general welfare. The type 
of control possible in cities, boroughs, and 
first- and second-class townships is primarily 
urban and does not concern “rural” zoning, 
except so far as there may be conflicting or 
common interest among or between differ- 
ent political subdivisions in zoning a par- 
ticular municipality. The following descrip- 
tion concerns itself with rural planning and 
zoning which is the type of control sought 
in the County Zoning Enabling Act and 
in the County Planning Enabling Act, 
both of which were passed by the 1937 ses- 
sion of the General Assembly. The Second- 
Class Township Zoning Act was also passed 
in the session just ended. 


County Zoning Act 


Pennsylvania counties do not have home 
rule. The General Assembly legislates for 
the counties, by class of county.? For this 
reason the zoning act was written as an 
amendment to the code (Pamphlet Laws 
1278) dealing with counties of the second 
to eighth classes inclusive,’ thus giving the 
Board of Commissioners of these counties 
the power to “‘adopt resolutions and ordi- 
nances prescribing the manner in which 
powers of the county shall be carried out, 
and generally regulating the affairs of the 
county.” Such a section is necessary in 
order to make it possible for counties to 
adopt and enforce ordinances. 

The grant of power gives the board of 
county commissioners authority 


“by ordinance to regulate in any portion or portions 
of such county which lie outside of cities, boroughs, 


'The act is a joint product of the efforts of the 
Pennsylvania State Planning Board, Land Use Plan- 
ning Section of the Resettlement Administration, vari- 
ous faculty members of Pennyslvania State College, 
State Legislative Reference Bureau, and Mr. Alfred 
Bettman, Chairman, District Number 5, National 


Resources Committee. It is essentially a modification | 


and townships of the first class, the location, height, 
bulk, and size of buildings and other structures, the 
percentage of lot which may be occupied, the size of 
yards, courts, and other open spaces, the density and 
distribution of population, the uses of buildings and 
structures for trade, industry, residence, recreation, 
soe yr activities, or other purposes, and the use of 
and for trade, industry, residence, recreation, agri- 
culture, water supply conservation, soil conservation, 
forestry, or other purposes.” 


It is an act designed to control either the 
purely rural or the purely urban areas, or 
any combination of the two. 

The section of the act which deals with 
the purposes of zoning regulation is of 
interest in the following respect: 


“Such regulations shall be designated and enacted for 
the purpose of . . . preventing on the one hand exces- 
sive concentration of population, and on the other 
hand excessive and wasteful scattering of population 
or settlement, promoting such distribution of popula- 
tion and such classification of land uses and distribution 
of land development and utilization as will tend to 
facilitate and conserve adequate provisions for trans- 
portation, water flowage, water supply, drainage, 
sanitation, educational opportunities, recreation, soil 
fertility, food supply, protection of the tax base, secur- 
ing economy in governmental expenditures, fostering 
the State’s agricultural and other industries, and the 
protection of both urban and non-urban development.” 


If the county commissioners make use of 
the act (the power is permissive, not man- 
datory), a zoning commission of three, five, 
or seven members shall be appointed, the 
majority of whom are to be individuals 
who do not hold elective public office. Pro- 
vision is made for joint or common com- 


missions for two or more counties. The 
commission exists as long as the ordinance 
lasts and the members are reimbursed only 
for necessary expenses incurred. If the 
county has or later appoints a county 
planning board (see below), the county com- 


of the draft outlined by Mr. H. Walker in Land Use 
Planning Publication, No. 10, adapted to Pennsylvania 
conditions (Laws 1937, No. 435). 

2 Counties are classified by population, as follows: 
Class 1—over 1,500,000; Class 2—800,000 to 1,500,000; 
Class 3—250,000 to 800,000; Class 4—1 50,000 to 250,000; 
Class 5 —100,000 to 150,000; Class 6— 50,000 to 100,000; 
Class 7—20,000 to 50,000; Class 8—less than 20,000. 

3 Philadelphia, the only first-class county, is cotermi- 
nous with the area of the City of Philadelphia. 
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missioners may delegate the powers and 
duties conferred by this act to the county 
planning board. 

The zoning commission is directed to 
“make for certification to the board of 
county commissioners of such county, a 
zoning plan or plans, including both the 
full text of the zoning ordinance or ordi- 
nances and the maps representing the recom- 
mendations of the commission for the regu- 
lation” of matters set forth in the grant of 
powers quoted above. The zoning commis- 
sion must submit the tentative plan and 
map to at least one properly advertised 
public hearing, and may compel attendance 
of witnesses and giving of testimony. The 
tentative plan must also be submitted to 
the State Planning Board “for advice and 
recommendations,” but such advice and 
recommendations are not binding on the 
commission or the county commissioners. 
Provision may be made in these ordinances 
that building permits must be issued “as a 
condition precedent to the right to erect, 
construct, reconstruct, or alter any building 
or structure within any district covered by 
such zoning ordinance.” Such a provision 
should help to control, and eventually 
abate, non-conforming uses, but may also 
delay adoption of zoning ordinances. How- 
ever, the provision is only permissive, and 
not required in any ordinance. The zoning 
commission submits its final plan and map 
to the county commissioners. The commis- 
sioners are required to hold a public hearing 
thereon before approving or disapproving 
the proposed ordinance. The county com- 
missioners cannot make changes in the 
ordinance unless such change or departure 
is again submitted to the zoning commis- 
sion. However, the powers of the zoning 
commission are only advisory and cannot 
bind the board. The board accepts or 
rejects the ordinance and the map and, if 
accepted, the regulations become effective 
10 days after suiionion in one newspaper 
of general circulation in the county, unless 
otherwise specified in the ordinance. 


Amendment may be made to the ordi- 
nance at any such time as the board of 
county commissioners may desire, but the 
process is the same as for enacting the 
original ordinance. Any addition, revision, 
or deletion must be submitted to the zoning 
commission and to the State Planning Board, 
but again, recommendations of these two 
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bodies have only advisory effect on the 
commissioners. 

The zoning commission of any county 
may cooperate with that 


“of other counties, and with the planning, zoning, 
legislative, and administrative authorities of cities, 
boroughs, first class townships, or other municipalities, 
either within or without such county, with a view to 
coordinating and integrating the zoning of the county 
with the planning and zoning of other counties or of 
municipalities.” 


A board of adjustment of three to five 
members is appointed by the board of 
county commissioners of any county that 
enacts an ordinance. Not more than half 
the members of the board may be members 
of the zoning commission. Members are to 
be allowed compensation at a rate to be 
fixed by the commissioners. A joint or 
common board may be appointed for two 
or more counties on agreement of the 
boards of county commissioners of the 
counties concerned. Other rules and regula- 
tions for the board of adjustment shall be 
specified in the ordinance, and the board 
may adopt further rules of procedure. 

The section which deals with the board 
of adjustment contains the usual provisions 
and regulations, but the powers of such a 
board are limited much more than is usually 
the case, by the following words defining 
powers: 


“Where by reason of exceptional narrowness, shallow- 
ness, or shape of a specific piece of property at the 
time of the enactment of the regulation, or by reason 
of exceptional topographic conditions, or other extra- 
ordinary and exceptional situation or condition of such 
piece of property the strict application of any regula- 
tion enacted under this act would result in peculiar 
and exceptional practical difficulties to or exceptional 
and undue hardship upon the owner of such property, 
to authorize upon an appeal relating to said property 
a variance from such strict application so as to relieve 
such difficulties or hardship provided such relief may 
be granted without substantial detriment to the public 
good and without substantially impairing the intent 
and purpose of the zone plan and zoning ordinances.” 


The other recourse open to the individual 
affected by a decision of the board of 
adjustment is to make a plea to the court 
of common pleas. The court then reviews 
the decision of the board of adjustment and 
gives a decision on the point or points in 
question. The court may reverse or affirm, 
wholly or partly, or may modify the deci- 
sion Seow up for review. 

Violation of the ordinances is a misde- 
meanor and upon conviction the offender 
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shall be fined not more than $100 or im- 
prisoned for not more than Io days, or both. 
Each day of such violation constitutes a 
separate offense. The board of commission- 
ers, district attorney, or any property owner 
may institute injunction, mandamus, abate- 
ment, or any other appropriate action or 
actions to remove such violation or to pro- 
hibit proposed violation. Other enforcement 
remedies may be stipulated in the ordinance. 

Three provisions in the section on non- 
conforming uses should be pointed out. 
(1) Non-conforming use of part of a building 
may be extended throughout the building 
if no structural alteration of the building is 
needed. (2) The board of county commis- 
sioners may provide for termination of 
non-conforming uses, either by specifying 
the period or periods in which non-conform- 
ing uses shall be required to cease, or by 
providing a formula or formulae whereby 
the compulsory termination of a non-con- 
forming use may be so fixed as to allow for 
recovery or amortization of the investment 
in the non-conformance. (3) County- 
owned land or property acquired through 
tax delinquency proceedings shall be used 
in conformity with the provisions of the 
zoning ordinance. 

The act follows the Wisconsin procedure 
(as amended), in that immediately after 
adoption of the ordinance the zoning com- 
mission shall prepare and publish a complete 
list of all non-conforming uses and occupa- 
tions existing at the time of adoption. The 
list shall contain the names and addresses 
of the owner or owners of the non-conform- 
ing use and of any occupant other than the 
owner, the legal description or descriptions 
of the land, and the nature and extent of 
land use. This list must be approved by 
the board of county commissioners. It is 
then filed with the county commissioner’s 
clerk, and is corrected yearly. 

County commissioners are authorized to 
appropriate funds for the work out of gen- 
eral county funds and to accept grants of 
money or service from private, public, state, 
or federal sources. 

The act does not apply to a public utility 
corporation property if the corporation 
makes petition to the Pennsylvania Public 
Utility Commission. A public hearing is to 
be held in such instance and the commis- 
sion may decide that “the present or pro- 
posed situation of the building in question 
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is reasonably necessary for the conven- 
ience or welfare of the public.” 


Second-Class Township Zoning Act* 


The second-class township zoning bill 
grants the board of township supervisors 
the authority 


“to regulate and restrict by ordinance, the height, 
number of stories, and size of buildings and other 
structures and percentage of lot that may be occupied, 
the size of yards, courts, and other open spaces, the 
density of population and the location and use of 
buildings, structures, and land for trade, industry, 
residence, or other purposes, and may also establish 
by ordinance and maintain building lines and set 
back building lines upon any or all public streets, 
roads, highways, lanes, and alleys.” 


However, this power shall be suspended in 
any township or part of a township during 
any period of time that any zoning ordi- 
nance is adopted by the county, regardless 
of whether or not the township zoned _be- 
fore the county ordinance went into effect. 
A second restriction is that, if taxpayers 
whose property valuation as assessed for 
tax purposes amounts to 51% or more of 
the total property valuation protest against 
exercise of zoning powers, such powers shall 
not be used. 

The available type of control is urban in 
nature. The bill was passed primarily to 
make control possible in a few second-class 
townships that approach urban conditions. 
For example, Hershey is unincorporated, 
and is in a second-class township (Dauphin 
County). Under the provisions of this act 
the township can zone but, if the county 
zones, then the township ordinance becomes 
inoperative. 


Problems of Rural Zoning 


If as much care and thought are given to 
drafting the individual ordinances as was 
devoted to wording the zoning enabling 
act, the results should be satisfactory and 
successful. Comments received on the 
enabling act from several authorities on 
planning and zoning have been favorable. 
A few minor faults still remain, but in this 
act many of the major faults found in 
enabling acts of other states have been over- 
come. The real test, however, will come in 
application. Then, no matter how tech- 
nically correct or desirable the legislation 
which makes such control and guidance 
possible, answer must be found to a num- 


4Laws 1937, No. 504. 
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ber of important questions. Some of these 
need further legislation; others are to be 
answered only by careful study and com- 
mon sense procedure. Reference to a few 
of these questions or problems may indicate 
the usefulness of the act in Pennsylvania. 

The first problem which will arise (after 
an educational program has been put on 
and some county zoning commission be- 
gins work) will no doubt 4 that of defining 
district boundaries. Unfortunately, Pennsyl- 
vania was not covered by the government 
survey. As in many eastern and southern 
states, property lines are described by 
metes and bounds. Many of the land- 
marks have been removed, and in many 
cases a survey is necessary "in order to tell 
just where the property line runs. Need- 
less to say, this offers certain difficulties for 
enactment and enforcement of a zoning 
ordinance. However, those difficulties are 
not insurmountable. A few first-class town- 
ships have already adopted ordinances. 
The method used has been to describe the 
use district as a certain stipulated width 
on either or both sides of a known road or 
street. In some instances districts are de- 
scribed by metes and bounds. This may also 
be done in county zoning, but it would be 
more difficult. 

Several other possibilities offer remedy or 
solution to this particular problem. Some 
counties may be able to use the United 
States Geological Survey topographical maps, 
and describe boundaries by reference to 
specified contour lines. Incidentally, the 
matter of an adequate base map itself will 
be a major problem in many counties, for 
accurate maps are not always available. 
Not all of the State has been covered by the 
U.S.G.S. The counties most in need of the 
type of control rural zoning offers are the 
ones which have not been mapped. Use of 
aerial maps would also solve the problem, 
but again the State has not been covered. 
The past session of the General Assembly 
enacted legislation that makes possible the 
use of a system of plane coordinates de- 
veloped for Pennsylvania by the United 
States Coast and Geodetic Survey. Even- 
tually, as time and funds permit, by the use 
of this system of surveying it will be possible 
to map and describe districts, properties, 
or even points, accurately. Until such time, 
less satisfactory means to the end must be 
used. Here may be one of the indirect re- 


sults of the act. When counties zone, use 
districts must be mapped and described. 
Lack of adequate maps for zoning should 
tend to force the issue on surveying and 
mapping, and that is desirable. 

A second major problem rural zoning 
must overcome is that of delimiting use 
districts. If there is one word which will 
describe rural Pennsylvania it is variation. 
The situation is quite different from that in 
the Lake or Great Plains states. In these 
other instances a limited use district may 
well cover thousands of acres, but in Pennsyl- 
vania such cannot be the case. Even the 
upper plateaus or broader valleys vary 
tremendously. The effect on the formula- 
tion of use districts is easy to be seen. In 
essence, the outcome appears to be that 
zoning will be done on a smaller scale. A 
large number of small use districts will be 
necessary. It is also to be anticipated that 
asap 97 in the cost of local government. by 
use of this tool cannot be as great here as in 
states in which large restricted districts 
can be established. 

Regardless of some of these difficulties, 
and these are by no means all of them, it is 
not unreasonable to suppose good use can 
be made of the rural zoning enabling act. 
Conditions that necessitate such legisla- 
tion are just as prevalent here as elsewhere. 
The Land Planning Section of the Resettle- 
ment Administration has just completed a 
study of one of the counties in the Alle- 
gheny plateau. The area is cut-over forest, 
soil productivity is low, climatic conditions 
are unfavorable to crop production, rural 
population is declining, and local govern- 
ment costs are mounting. In this particular 
instance the county could be zoned by 
topography alone. Were limited use divi- 
sions established on all uplands and un- 
limited districts made of the bottomlands 
following the streams, and were local gov- 
ernment structure and facilities reorganized 
accordingly, much good could result. Other 
counties have similar problems. If proper 
use is made of this enabling legislation, 
Pennsylvania can take a long step forward 
toward sound land utilization. 

County Planning Act® 

Accompanying the county zoning law is 
the act authorizing county planning.’ This 


5 Laws 1937, No. 434. 
6 The act is the result of the efforts of Mr. F. A. 
(Footnote 6 continued on page $17) 
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act is also an amendment to existing stat- 
utes. In 1929 the Legislature established 
a department of county planning in the one 
second-class county (Allegheny) and set 
up the powers and duties of the planning 
commission. The County Planning Act 
extends this power to the other counties by 
authorizing the county commissioners to 


“create a county planning commission composed of 
nine persons who shall be residents of the county, four 
of whom shall be residents of the city or cities therein 
and five of whom shall be residents of the boroughs 


and townships therein... . 


Members of the commission serve for six- 
year terms without compensation, make an 
annual report to the board of county com- 
missioners, and may employ such technical 
personnel as the county commissioners pro- 
vide. As mentioned in the zoning act, the 
county planning commission may be given 
all powers and duties of a county zoning 
commission. The powers of the panning 
commission are also only advisory, but once 


a county planning commission is appointed, 
certain steps are mandatory. All resolutions 
for location of public buildings, extension, 
widening, enlargement, ornamentation, or 
cri of any street, boulevard, parkway, 


ridge, tunnel, subway or underground 
road, park, playground, other public build- 
ings, any alteration of county highways or 
railways, and any intended purchase of 
land for public use must be submitted to 
the planning commission before definite 
action can be undertaken. The county 
planning commission may also make a map 
or maps of the county or any portion or 
portions thereof, including the territory ex- 
tending three miles beyond the county 
limits, for the purpose of showing location 
of proposed highways or any change in 
existing highways. The commission may 
also make such recommendations as it sees 
fit to guide the actions of the county com- 
missioners in dealing with present condi- 
tions and future needs and growth of the 
county, and may also make recommenda- 
tions to any public authority or any cor- 


(Footnote 6 continued from page 316) 
Pitkin, Director of the Pennsylvania State Planning 
Board, Mr. Russel Van Nest Black, Director of the 
New Jersey State Planning Board (and the Consultant 
to Pennsylvania State Planning Board) and the Legis- 
lative Reference Bureau. 
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poration or individual in such counties with 
reference to the location of any buildings, 
structure, or works to be erected or con- 
structed by them. The commission must 
cooperate with political subdivisions with- 
in the county in any matters whatsoever 
which may concern the integrity of the 
county plan. It is also the duty of every 
city, borough, town, and township within a 
county having a county planning com- 
mission to file a copy of all maps or plans 
with the county planning commission. Any 
city, borough, town, or township authority 
having power to approve plats must trans- 
mit a copy of the proposed plat to the 
county planning commission. 

Provision is made for cooperation be- 
tween counties or parts of counties for es- 
tablishing a regional planning commission. 
The number and qualifications of the mem- 
bers of the regional planning commission 
are to be determined and agreed upon by 
the cooperating counties. When such a 
regional commission is established, a re- 
gional plan is to be made for the physical 
development of the region. Any such 
regional plan must include “‘all the elements 
of physical development that may be 
locally important and desirable.” The 
planning commissions within the area 
served by the regional planning commission 
may delegate any or all their powers and 
duties to the regional planning commission. 

The county planning act is well drafted 
and is adapted to fit Pennsylvania condi- 
tions. Although nothing startling or new is 
included, it is felt to be complete. What 
the measure lacks in detail is made up by 
the provision which makes possible the use 
of the whole county zoning act in conjunc- 
tion with the planning act. 


Conclusion 


Careful study of both the zoning and the 
planning acts shows that they fit together 
well. One or the other can operate alone or 
both can operate as one for planning and 
zoning a county or a group of counties. 
This should do much toward coordinating 
the efforts of the various counties when and 
as such counties become more planning con- 
scious. 

Vircit Hur.Burt 
Land Use Planning Specialist, 
Pennsylvania. 
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The Chicago Gas Case 


E introduction of natural gas or a 
mixture of natural and manufactured 
gas is usually accompanied by an im- 
mediate decrease of rates to the consumer 
and a hope of subsequent reductions in 
rates; but the people of Chicago after re- 
ceiving lower rates when natural gas was in- 
troduced in 1931 have recently learned that 
an attempt is now being made to increase 
rather than to decrease their rates. On 
June 26, 1936 the Peoples Gas Light and 
Coke Company petitioned the Illinois Com- 
merce Commission for an increase in rates 
amounting to about $3,000,000 annually. 
On May 21, 1937 the Commission denied the 
relief sought.1. In addition to the pro- 
cedural problems the case? involves several 
interesting points which will be discussed 
here. They are: (a) obsolescence; (b) de- 
preciation; (c) tax accruals and payments; 
(d) merchandising; (e) purchases from 
affiliates. 


Obsolescence 


Either because of the age of the prop- 
erties or the substitution of mixed gas for 
manufactured gas, or a combination of these 
factors, there was a wide difference in the 
valuation of certain production facilities. 
For example, one engineer considered func- 
tional depreciation in determining present 
condition of the plant; the other, it appears, 
did not, except possibly to a limited extent. 
The former determined the functional de- 


1JIn re Peoples Gas Light and Coke Co., Case No. 
24792; a petition filed on July 24, 1936 requested au- 
thority to put the increase in effect immediately. 
Shortly thereafter this was denied; the utility then filed 
a bill in the Circuit Court of Cook County to enable 
it to put the rate increase in effect pending final de- 
termination of the issue by the court. The injunction 
which was issued by the lower court (contrary to the 
recommendation of a master) was vacated by the 
Appellate Court. See Peoples Gas,etc., v. Slattery et al., 
287 Ill. App. 379 (1936). The matter was again referred 
to a master who held hearings and then heard the final 
arguments during the last few days of June, 1937. 
This was a month after the Commission handed down 
its final order denying the rate increase. Up to July 
20, 1937 the master’s report or recommendations had 
not been made public. In the meantime (December, 


preciation (to a considerable extent) of pro- 
duction facilities at the stations known as 
Division and North by the lack of use of 
these stations and the probability of their 
future use since the introduction of natural 
gas*. As a result one witness testified that 
the per cent condition of the production 
facilities of the stations, after certain 
eliminations, was 45 and 40%, respectively. 
The other found nearly 80%. The Com- 
mission decided the per cent conditions were 
75 and 65%, respectively. A similar prob- 
lem arose concerning distribution facilities. 
The question of obsolescence and its effect 
on accrued depreciation and inclusion in the 
rate-base will no doubt arise in several 
other cases in the near future because of the 
substitution of natural for manufactured 
gas. Where expensive equipment has been 
discarded or will be rarely used because of 
this change, some utilities may find it to 
their advantage to contend for prudent in- 
vestment instead of fair value as the rate- 
base‘. 
Depreciation 


In addition to the usual clash as to the 
composite rate of annual depreciation, the 
question arose as to whether depreciation 
should be computed on reproduction cost, 
as contended for by the utility, fair value, or 
original cost. The Commission found that 
original cost was the proper basis for the 


1936) the utility was denied a writ of supersedeas by 
the Supreme Court of Illinois; its appeal from the 
Appellate Court’s decision denying the injunction is 
still pending. (Peoples Gas, etc., v. Slattery et al., Supreme 
Court of Illinois, February Term, 1937, Case No. 
24003.) There has been no direct appeal from the Com- 
mission’s final order denying the rate increase. 

2The comments will relate to the Commission’s 
opinion and a related, though separate, case in the 
federal courts. 

3For the years 1932 to 1936 inclusive, the stations 
were used a total of 333 and 56 hours, respectively. 

‘For a recent example see the Los Angeles Gas case, 
289 U. S. 287, 53 Sup. Ct. 637 (1933). The Commis- 
sion’s decision has been discussed in 7 Yournal of Land 
€3 Public Utility Economics 1 (February, 1931). In the 
Los Angeles case the change was from a mixture of 
natural and manufactured gas to natural gas. 
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allowance for annual depreciation; it re- 
fused to follow the West case (280 U. S. 
234 (1930)) and relied on Mr. Justice 

utler’s comment in the Lindheimer case 
(292 U. S. 151 at 176, footnote 27 (1934)) 
and the Alexandria Water case (163 Va. 
512 (1934)). The Company urged that the 
depreciation rates used in its accounts 
should be adopted by the Commission in 
this case because, among other reasons, 
these rates were substantially the same as 
those approved by the Department of In- 
ternal Revenue for income tax purposes. 
This was rejected by the Commission’. 

Tax Accruals and Payments 


It is not unusual to protest and litigate 
taxes in Chicago. The Company’s practice 
has been to accrue an estimated amount for 
taxes each year. The excess of accruals over 
actual payments made on the court’s deter- 
mination after litigation is then transferred 
to surplus; substantial amounts were thus 
transferred in 1934 and 1935. The taxes 
paid in 1935 were $1,500,000; about $800,- 
ooo was withheld because of objections. 
There was a decrease in the assessed valua- 
tion of the Company’s property for 1936 
which, on the basis of the 1935 rate, would 
reduce the amount of taxes payable by over 
$130,000. On the other hand, the Com- 
pany urged that the 1936 rate (based on 
information from an undisclosed source) 
would be higher than in 1935, and that the 
estimated tax bill for 1936 would be $2,- 
500,000. Considering that this was a peti- 
tion for a rate increase, that the Company 
litigated its taxes despite the heavy penalties 
on amounts wrongfully withheld, and that 
it has been generally successful in its tax 
litigation, the Commission in determining 
the amount available for return allowed 
$1,750,000 as taxes for 1936° and $1,600,000 
for the 12 months ending March 31, 1938. 


Losses on Merchandising 


Whether expenses incident to appliance 
sales should be considered as a part of the 
public utility business or a private venture 
of the Company was a point on which there 
was a sharp conflict in the testimony. 


5See oral arguments before the master, Record 
pages 10739, 10989. In the Chicago Telephone case 
the City in its brief urged that depreciation rates ap- 
proved by the Department of Internal Revenue were 
evidence that the depreciation rates of Western Elec- 
tric Co., the manufacturing adjunct of the Bell System, 
should be lower than those used by the Company. 
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“The Company claims as new business expense not 
only an amount for sales promotion but also an amount 
for what witness Griffith terms sales retention. The 
Company further claims that the loss on the sale of ap- 

liances and all expenses connected therewith should 
be regarded as a part of the cost of sales promotion or 
sales retention, and allowed as operating expense in 
this proceeding.” 


The Commission disagreed with this theory 
saying that there was a difference between 
new business expense and sales after the 
use of gas has been stimulated. 


“Next is the question as to whether the Company 
should be allowed as a part of its expenses for sales pro- 
motion and sales retention the losses and expenses on 
its appliance sales. These are claimed by the Com- 
pany on the grounds that appliance sales are made for 
the purpose of encouraging the use of gas. The Com- 
mission finds from the evidence presented, however, 
that while some appliance sales may be made for the 
purpose of encouraging the use of gas there are many 
sales which result merely in the substitution of new 
ranges or other appliances for old. Losses on such sales 
cannot properly be included in new business expenses.” 


Referring to the testimony and exhibits of 
its witness, Kleinman, and the utility’s 
witness, Griffith, the Commission said: 


“In summary, the Commission is of the opinion that 
the Company’s claim for its full sales retention expense 
and its full losses and expenses incurred in appliance 
sales is excessive and that an elimination must be made 
to prevent inequitable charges to the rate payers for 
poh items. 


“In determining the elimination to be made the Com- 
mission is faced with the fact that it has no information as 
to the amount expended for sales retention. As to the 
losses and expenses on appliance sales, the Commission 
has the information contained in Kleinman Exhibit 
N-N. Griffith Exhibit 66 is lacking in such information. 
Witness Griffith testified that he made no transfer of 
expenses applicable to this activity from the accounts 
in which they are contained, because in his opinion it 
would serve no useful purpose to do so. As to the na- 
ture of the merchandising account and other accounts 
in this respect, witness Griffith testified that there is 
no expense in the appliance sales operation account 
which is chargeable to any other activity. On the 
other hand, other accounts (R. 8492) such as com- 
mercial bookkeeping, commercial contracts expense, 
commercial collecting, general service department ex- 
pense, certain branch office expense, under the general 
caption ‘Commercial Expense,’ advertising, salaries 
of general officers and general office employees, insur- 
ance and service annuities contain charges applicable 
to merchandise sales operations. Thus, there is no ques- 
tion but that some merchandise sales expenses are 


(See Lindheimer v. Illinois Bell, 292 U. S. 151 (1934), 
appellants’ brief, p. 313 and appellees’ brief, p. 130.) 

6 This resulted in a downward adjustment of about 
$750,000 from the Company’s claim. See also Con- 
solidated Gas Co. v. Newton, 267 F. 231 (1920); In re 
Union Electric Light & Power Co., 17 P.U.R. (N.S.) 
337 (1937); and Manitowoc v. Wisconsin Fuel and Light 
Co., P.U.R. 1927 D 737 (1927). 
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buried in these accounts and the problem is to deter- 
mine the amount. The burden of doing so is, of course, 
upon the Company and this burden has not been sus- 
tained. Aside from the burden of proof, the Company 
as a matter of accounting routine and in conformance 
with the classification of accounts should segregate 
the losses and expenses on appliance sales.” 


“Since the Company failed to meet its burden of 
proving the amount which witness Kleinman estimated 
to be a reasonable overall elimination of the expenses 
applicable to appliance sales, this Commission is dis- 
posed to accept witness Kleinman’s elimination for the 
year 1936. The amount eliminated by witness Klein- 
man is $738,981.09 in column J of his Exhibit N-N and 
$193,240.36 in column C. Of these eliminations the 
Company has agreed to $143,240.36, making the 
amount eliminated by witness Kleinman, but not 
eliminated by witness Griffith, $788,981.09. In the 
opinion of the Commission this entire amount is prop- 
erly an elimination from the Company’s operating 
expenses for the year 1936. But for the purposes of the 
determination hereafter to be made, the Commission 
will use only $500,000 of this amount.””? 


The Commission also commented on the 
early practice of the Company under which 
the merchandising operations were con- 
ducted by a separate corporation until 1932. 
It also appeared that a loss was sustained 
on these operations from 1928 to 1932, 
after which date the operations were merged. 
Various courts and commissions have passed 


on the question of segregating the merchan- 


7 For the 12 months ending March 31, 1938, the de- 
duction was fixed at $200,000. 

8 Idaho Power Co. v. Thompson, 19 F. 547 (1927); 
Consolidated Gas Co. v. Newton, 267 F. 231 (1920); 
Department of Pudlic Service of Washington v. Pacific 
Power and Light Co., 13 P.U.R. (N.S.) 187 (1936); 
In re Laclede Gas Light Co.,7 P.U.R. (N.S.) 277 (1934); 
Customers v. Lowell Gas Light Co., 10 P.U.R. (N.S.) 
111 (1935); Public Utility Commission »v. Bangor 
Hydro-Electric Co., 15 P.U.R. (N.S.) 49 (1935); In re 
Accounting for Merchandise and Appliance Sales, 
P.U.R. 1930 E 204 (1930); Central Hudson G. and E. 
Co., P.U.R. 1932 B 165 (1932); Luckey Platt & Co. v. 
Central Hudson G. and E. Co., P.U.R. 1932 B 165 
(1932); In re Potomac Edison Co., 7 P.U.R. (N.S.) 135 
(1935). 

9 Natural Gas Pipe Line Co. v. Slatterly et al., (D.C. 
N.D. Ill., Equity No. 15562) decided July 2, 1937. 
Notice of appeal to the U. S. Supreme Court has been 
filed. 


Public Utility Financing in 
Ts uncertainty in the money market 


which was noted in the first quarter 
of this year! was largely responsible 
for the decline in public utility security 
flotations during the period under review. 
For the second quarter of 1937 utility 
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dising and utility business but in none of 
these cases has the problem received such 
thorough treatment.® 


Purchases from Affiliates 


The Peoples Gas Light and Coke Co. 
purchases natural gas from the Chicago 
District Pipeline Company. The purchaser 
indirectly controls 80% of the stock of the 
seller. The seller in turn purchases its gas 
from the Natural Gas Pipe Line Co. The 
utility whose rates were involved in the case 
owns indirectly about 27% of the stock of 
the Natural Gas Pipe Line Co. In a separate 
proceeding the Commission issued a cita- 
tion against the Chicago District Pipe Line 
Co., to appear and show cause why its rates 
(then on file with the Commission) should 
not be reduced and an order against the 
Natural Gas Pipe Line Co., to disclose cer- 
tain costs in connection with its sales of gas 
to the Chicago District Pipe Line Co. The 
Natural Gas Co’s. petition for an injunction 
to restrain enforcement of the Commission’s 
order was denied.® These citations were 
issued pursuant to Sec. 8a of the Illinois 
Public Utilities Act which provides, among 
other things, for jurisdiction over affiliates 
having transactions with public utilities 
subject to the act. Affiliated interests are 
defined so as to include those having 10% 
or more of the stock of a public utility. 
Even if the Commission does not prevail 
in its order which refused an increase in 
rates, it may still institute an investigation 
into the profits made on the sale of natural 
gas to the Peoples Gas Light and Coke Co., 
in order to determine if the entire sum paid 
by it to the Chicago District Pipe Line Co. 
should be allowed as an operating expense. 


A. L. StTE1n* 
Assistant Counsel, 
Illinois Commerce 
Commission* 


* The writer did not participate in this case in any 
capacity. The views expressed are his personal ones. 


the Second Quarter of 1937 


financing totaled $217,403,700, a decline of 
44% from the preceding period and the 
lowest quarterly volume since the second 
three months’ period of 1935. The second 


1See 13 Journal of Land & Public Utility Economics 
213-215 (May, 1937). 
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quarter’s total was 65% below that for the 
same period of 1936. In April of the cur- 
rent year the volume dropped to only $9,- 
500,000, the smallest monthly total since 
January, 1935. Some improvement was 
made in May and a very substantial increase 
occurred in June when several large, high 
grade issues were marketed. 

Although refunding operations continued 
to dominate public utility financing, the 
percentage of the total devoted to that pur- 
pose in the second quarter was definitely 
lower than in preceding periods of the cur- 
rent era of favorable interest rates. For the 
present quarter 84.4% of the total repre- 
sented refunding capital, whereas in 1935 
and for all quarters of 1936 the ratio ranged 
from 93% to 96%.?_ In view of the reduced 
total volume for the second quarter, the 
lower ratio for refunding capital may be 
more fortuitous than significant. Results 
in future periods will be awaited with inter- 
est, however, because a continuation of 
business recovery will undoubtedly create 
an increasing demand for new capital in the 
public service industries. 

Seventeen issues comprised the total 
financing for the second quarter, according 
to compilations made by the Commercial & 
Financial Chronicle. Of the 17 issues, 14 
were long-term debts, two were short-term 
debts, and one was a preferred stock issue. 
Five of the long-term debt issues and the 
one stock issue were placed privately. 
The 17 issues ranged in size from $607,700 
to $80,000,000, with an average of $12,790,- 
ooo and a median of $4,125,000. 


2 See footnote 3, infra. 


Taste I. 
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Long-Term Debt Financing. The 14 long- 
term debt issues totaled $201,046,000. The 
five issues, totaling $10,075,000, placed 
privately are listed in Table I. Two of the 
long-term issues bore serial maturities; these 
were $750,000 Los Angeles Railway Corpora- 
tion 5% equipment trust obligations sold 
privately in May and $3,420,000, Buffalo 
Niagara Electric Corporation serial deben- 
tures, Series A, B and C, offered at 99.55 
(average for all maturities) in June. 

Eight long-term debt issues which were 
offered publicly are analyzed in Table II. 
In that tabulation the $45,000,000 issue of 
Southern Bell Telephone and Telegraph 
Company is listed as $42,500,000, since the 
balance of the bonds were reserved for sale 
to the Trustee of Pension Fund on or be- 
fore July 1, 1937 at 94% without under- 
writing discounts or commissions. 

It may be seen from Table II that again 
in this quarter underwriters’ commissions 
are most frequently 2%, especially on larger 
issues. Incidental expenses show a wide 
fluctuation from slightly more than % of 
1% to nearly 2% but the weighted average 
is in line with those of earlier periods. The 
average rate of 3.78% for cost of money 
compares with 3.61% for the preceding 
quarter. It is also slightly above the average 
cost found for the last two quarters of 1936, 
but it is lower than the comparable figures 
for the first two quarters of 1936. 

Other Financing. The two short-term debt 
issues consisted of $750,000 Central Ohio 
Light & Power Company three-year 44% 
convertible secured notes offered at 994 in 
June and $15,000,000 Union Electric Com- 


Summary oF Lonc-TERM Dest Issues PLacep PRIVATELY, 


SECOND QUARTER, 1937 








Principal 


Company and Issue fe oe 


Month of 


Maturity 
Sale 


ate 


Coupon 
Rate 





New Haven Water Company 
Gen. & Ref. Mtge., “‘A” 

Pennsylvania Pr. Company 
First Mtge 

Central Illinois Light Co. 
First & Consol. Mtge 

Southern Indiana G. & E. Co. 
First Mtge 

Los Angeles Railway Corp. 
Equipment Trust, “A” 


$ 4,125,000 
2,000, 000 
2,000,000 
I, 200,000 


750,000 





$10,075,000 








June 
May 
May 
May 
May 


34% 1962 
4 1961 
3% 1966 
1961 


1937 /45 
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SuMMARY AND ANALysIs oF Lonc-TeRM Dest Issues OrrereD PvuBLIcty, 


(ExcLusivE oF SertAL Maturities), SECOND QUARTER, 1937 











Company and Issue 


(A) (D) 


Month of 
Offering 


8 


Underwriters’ 
Commissions* 
Companyt 


Incidental 
Expenses* 


Estimated 


| 


(I) 


Cost to 


g 
Ss 
B 





Union Electric Co. of Mo. 
First Mtge. & Coll. Trust. 
Southern Bell Tel. & Tel. Co. 
25 Year Debentures 
New York Telephone Co... .- 
f. Mtge., Series B 
Buffalo Niagara Elec. Corp.- 
Gen. & Ref. Mtge., Series C 
Cincinnati Gas Elec. Co. 
First Mtge 
Railway Equip. & Realty 
Co., Ltd. First Mt 
Marion Reserve Power Co. 
First Mtge. 
San Jose Water Works 
First Mtge., Series A 
Weighted Averages. 
Totals § 


7-1-62 
4-1-62 
7-1-67 
6-1-67 
6-1-67 
3-1-49 
4-1-52 
12-1-61 


$ 80,000,000 
42,500,000 
25,000,000 
17,029,000 
10,000,000 

5,000,000 
4,500,000 


3% 
3% 
3% 
3% 
38% 
-| 4% 
4% 
347 














Eg 


% 


x 
& 


100.00 
96.50 
100.00 
102.00 
102.50 
98.50 
98 .00 


100.00 
99.48 


“ah ge ode a 
$38ss8 


























* Expressed as a percentage of the principal amount shown in Column (C). 


Computed on a bond 
Pro rata share of to’ 


ield basis using net proceeds per Column (K). 
expenses on two issues covered by same prospectus 


§ Totals, which represent summation of actual amounts, are: Principal Amount, $185,051,000; Offering Price, $183,989,080; 


Underwriters’ Comm! 
Proceeds, $179,004,352. 
pany of Missouri 3% notes maturing July 
I, 1942, offered at 100% in June. 

The Central Ohio notes furnished a yield 
of 4.77% on the offering price. Data ade- 
quate to compute cost of money on this 
issue are not available; commissions were 
21%4%, but expenses were not completely 
shown. The Union Electric notes gave a 
yield of 2.89% to the investor. Under- 
writers’ commissions were 54 of 1% and ex- 
penses, prorated, were 48/100 of 1%, leav- 
ing net proceeds of 99.15% costing 3.19%. 

The one stock issue consisted of 5,900 
shares of Pennsylvania Power Company 


3 For a description of the index and back figures 
through 1919 see “The Volume of Public Utility 
Financing, 1919-1935,” 11 Fournal of Land & Public 
Utility Economics 352-356 (November, 1935); 12 Jdid. 
91-94 (February, 1936); 12 Ibid. 208-210 (May, 1936); 
12 Ibid. 320-323 (Aug., 1936); 12 [did. 431-433 (Novem- 
ber, 1936); 13 Idid. 71-77 (February, 1937); and 13 
Ibid. 213-215 (May, 1937). 


ions, $3,808,520; Proceeds to Company, $180,180,560; Estimated Incidental Expenses, $1, 176,208; Net 


$6 no-par preferred which were sold pri- 
vately in May at $103 per share. 
Index Number of Volume 
The index numbers? of volume of public 
utility financing for the second quarter of 
1937 are as follows: 








New 
Capital 


Refunding 
Capital 


Total 


Period* | Capital 





2.02 


5.24 
18.27 


22.05 
147.89 
424.76 


5-79 
32.06 
94.71 








Quarter. . 44.19 8.51 198.23 


*The bases for these index numbers are as follows: monthly 
average, 1926, equals 100 for the monthly series; quarterly 


average, 1926, equals 100 for the quarterly series; and the 
year’s total for 1926 equals 100 for the annual series. 


E. D. OsTRANDER 


Supervisor, Section of Rates and 
Research, Illinois Commerce Commission 





Pennsylvania’s New Utility Laws 


tion is embodied in two acts of the 
General Assembly. The first pertains 
only to the organization of the state com- 
mission itself and has popularly been styled 


von is enbotias | new utility . ol 


1 Laws 1937, No. 43. 


the “Ripper Bill’’ because of the manner in 
which it ripped out the old commission and 
established the new one’. The second act is 
known as the Public Utility Law’. It repeals 
practically all previous legislation relating 


2 Laws 1937, No. 286. 
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to public utility regulation and provides 
in its place a new and comprehensive code 
governing operations of utility companies. 
These two acts together effect in Pennsyl- 
vania the first comprehensive reorganization 
of modern public utility regulation, which 
dates back to the Public Service Company 
Law of 19133. 
The New Public Utility Commission 


Although the Ripper Bill was the more 
spectacular of the two new laws, it did not 
introduce any significant innovations in 
commission organization. The new Public 
Utility Commission replaces the former 
Public Service Commission as of April 1, 
1937, but it is composed of only five, instead 
of the previous seven, commissioners. This 
reduction in size is in line with changes in 
other states during the past six years. 

As before, the members are appointed by 
the Governor, by and with consent of the 
Senate, but the new law is more explicit in 
specifying 24 of all Senate members. The 
terms of Io years and the salaries of $10,500 
for the chairman and $10,000 for other 
members were also retained; they are 
among the longest terms and _ highest 
salaries of all state commissioners. 

Other provisions concerning the designa- 
tion and powers of the Commission’s chair- 
man, qualifications of commissioners and 
employees, and the method of filling a 
vacancy or removing a commissioner are 
but slightly changed and embrace the usual 
provisions found in commission laws. In 
line with recent trends in commission or- 
ganization, provision is made for appoint- 
ment of a more adequate legal staff under 
the direction of the newly created office of 
counsel to the Commission. 


The New Public Utility Law 


Although passage of the new Public Utility 
Law was less ostentatious than adoption of 
the Ripper Bill, it unquestionably was the 
more significant, for it introduces a new epoch 
in regulation of Pennsylvania utilities. The 
new law is a culmination of many years of 
effort to bring about regulatory reform. It 
embraces practically all major regulatory 
innovations introduced by other states in 


3 The Legislature also adopted a rural electrification 
act (Laws 1937, No. 389) along the lines recommended 
by REA. 


‘The usual legislative standards for granting a con- 


recent years and adds a few significant 
changes of its own. 


Extension of Furisdiction 


Jurisdiction is granted to the Pennsyl- 
vania Commission for the first time over 
contract carriers by motor vehicle and over 
brokers. Contract carriers are now required 
to obtain permits,‘ their contracts must be 
reduced to writing and filed with the Com- 
mission, and the Commission is empowered 
to prescribe requirements governing their 
operations, including minimum rates. Sim- 
ilarly, brokers must be licensed by the Com- 
mission and operate in accordance with its 
rules and regulations on such matters as 
services and financial responsibility. 

Operations of municipal utilities outside 
their corporate limits are also placed under 
full control of the Commission. The pre- 
vious requirement that a// municipal util- 
ities submit annual reports to the Commis- 
sion is retained and in addition such utilities 
are subject to comprehensive depreciation 
regulation (p. 325 below). 

The Commission’s jurisdiction is restricted 
by the new law in two respects, both of 
which are apparently in deference to federal 
agencies. Municipalities are no longer re- 
quired to obtain a certificate from the Com- 
mission in order to acquire, construct, or 
begin to operate facilities to render service 
which is already being rendered by a utility 
company within their corporate limits. 
Similarly, certificate requirements, or any 
other Commission controls, do not apply 
to cooperative associations, which are posi- 
tively excluded from the definition of a 
public utility. In addition, the law protects 
cooperatives from encroachment upon their 
territory by privately owned utilities (see 
p- 325 below). 

Rates and Rate Making 


On this topic we find some of the most 
sweeping changes contained in the new law. 
Correcting what the Governor considered to 
be a deficiency in the 1933 amendments,°® 
the new law prohibits proposed changes in 
rates from becoming effective during a sus- 
pension period in which the Commission is 


tract carrier permit (or broker’s license) together with 
a “grandfather clause” are contained in the act. 

5 Laws 1933, No. 333, §§ 2, 7. Former Governor 
Pinchot’s statements will be found at the end of this 
act. 
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investigating their reasonableness, unless 
a temporary rate is established. Further- 
more, the notice period for such rate changes 
has been extended from 30 to 60 days and 
the period during which the Commission 
may suspend the effectiveness of the changes 
has been extended from a maximum of 
180 days beyond the 3o-day notice period 
to a maximum of 9 months beyond the 60- 
day notice period. 

The Commission may also prescribe a 
“temporary rate” to be charged pending 
final determination of a rate proceeding 
brought either upon its own motion or upon 
complaint. Apparently modeled in part 
after the New York provision,’ the law 
states that the temporary rates 


“shall be sufficient to provide a return of not less than 
five per centum upon the original cost less accrued de- 
preciation of the physical property (when first devoted 
to public use) of such public utility used and useful in 
the public service...” 


In case the verified reports of the company 
to the Commission do not show this original 
cost less accrued depreciation the Commis- 
sion may estimate it for the purpose of fixing 
temporary rates. 

The Pennsylvania law goes even farther. 
If the company does not have continuing 
property records, 


“then the commission, after reasonable notice and hear- 
ing, may establish temporary rates which shall be suffi- 
cient to provide a return of not less than an amount 
equal to the operating income for the year ending 
December thirty-first, one thousand nine hundred 
thirty-five, or such other subsequent year as the com- 
mission may deem proper, to determined on the 
basis of data appearing in the annual report of such 
public utility to the commissiom for the year one 
thousand nine hundred thirty-five, or such other sub- 
sequent year as the commission may deem proper, 
plus or minus such return as the commission may pre- 
scribe from time to time upon such net changes of the 
physical property as are reported to and approved for 
rate-making purposes by the commission. In deter- 
mining the net changes of the physical property, the 
commission may, in its discretion, deduct from gross 
additions to such physical property, the amount 
charged to operating expenses for depreciation, or in 
lieu thereof, it may determine such net changes by 
deducting retirements from the gross additions: Pro- 
vided, That the commission, in determining the basis 
for temporary rates, may make such adjustments in 


6 New York, Laws 1934, c. 287. This law was sus- 
tained by the New York Court of Appeals in Bronx 
Gas & Elec. Co. v. Maltbie, 14 P.U.R. (NS) 337 (1936). 

7™P.U.R. Executive Information Service, Letter 
No. 185 (July 16, 1937) reports that the Pennsylvania 
Commission has ordered a temporary rate cut of 10% 
in the rates of Solar Electric Co. (Brookville, Pa.) 
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the annual report data as may in the judgment of the 
commission be necessary and proper.” 
Furthermore, such temporary rates may be 
prescribed “every month or at any other 
interval;” and if the Commission is of the 
opinion that a company is earning in excess 
of a fair return, it may prescribe temporary 
rates to produce a fair return “‘for a trial 
period fs at least six months, which trial 
period may be extended for one additional 
period of six months,” with the rates becom- 
ing permanent at the end of the trial period 
unless the company complains, in which 
case the temporary rates are to remain in 
effect pending final determination of the 
issues.” 

Other important provisions on rates in- 
clude: (1) a new requirement that “after 
notice of service conditions” public utilities 
shall bill customers on the most advanta- 
geous of optional rates;’”’8 (2) a prohibition, 
in place of previous express permission, 
against requiring advance payments, or 
minimum payments, or deposits except as 
the Commission may by regulation or order 
permit, with the new provision that deposits 
shall be returned with interest after payment 
of undisputed bills over a period of 12 con- 
secutive months; (3) retention of the sec- 
tion which permits a public utility to estab- 
lish a sliding scale of rates, but with new 
clauses which except a common carrier, 
broaden the section so as to permit any 
method of automatic adjustment of rates 
that the Commission approves, and em- 
power the Commission to prescribe a man- 
datory system of automatic rate adjust- 
ments; (4) retention of the long-and-short- 
haul clause, but permitting the Commission 
to authorize exceptions; (5) a clause enabling 
the Commission to investigate cost of pro- 
duction or generation of products distributed 
by a utility which obtains them from an- 
other source; (6) a new section which un- 
questionably places the burden of proof in 
any rate proceeding upon the company; 
and (7) an extension of the section on re- 
funds of overcharges to empower the Com- 
mission to require refunds not only of the 


with a view to testing the validity of the law. 

A provision designed to avoid constitutional difficul- 
ties permits a utility to recover by a temporary rate 
increase any loss caused by temporary rates being 
lower than finally determined rates. 

8The law does not explain what this ambiguous 
phrase means, i. e., who is to give notice or to whom it 
is to be given. 
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overcharges themselves but also interest on 
them at the legal rate—and the Commission 
need not find that the rate complained of 
was “extortionate or oppressive.” 


Service and Facilities 


A new section of the law concerns a cur- 
rent, controversial issue regarding rural 
electric service. If a cooperative association 
has been organized and has filed with the 
Commission a map of its proposed territory, 
together with a verified statement showing 
that a majority of the prospective customers 
in the area are included in the project, then, 
according to the new act, 


“ |. . no public utility shall begin the construction or 
installation of any new | pane or system, or the con- 
struction or installation of any extension, improvement, 
or addition to its existing plant or system for furnish- 
ing light or power service within said territory, until 
the expiration of six months from the date of the filing 
of pe map and statement... ” 


Furthermore, if such a cooperative has 
given the Commission written notice of a 
loan agreement with any federal agency, no 
public utility shall enter the cooperative’s 
territory “until the expiration of twelve 
months from the date of said loan agree- 
ment.”’® 

Influence of a recent New York provision” 
is seen in a section empowering the Com- 
mission to direct that any public utility 
practice public letting of contracts under its 
regulations and that any contract be 
awarded to the “lowest responsible bidder,” 
but any such public utility may participate 
as a bidder." 


Accounting and Budgetary Matters 


In this aspect of regulation, too, the 
Pennsylvania Commission’s powers were 
materially strengthened and extended. The 
Commission may establish systems of ac- 
counts “‘(including cost finding procedures)” 
to correspond as far as possible to systems 
prescribed by federal commissions; and as a 
part of these accounting systems the Com- 


®These are apparently the same provisions as in the 
Wisconsin Commission general order 2-U-965, March 
20, 1936 (14 P.U.R. (NS) 25), and August 27, 1936 
(15 P.U.R. (NS) 364). Substantially these provisions 
were embodied in Wis. Laws 1937, c. 17. 

1 New York, Laws 1935, c. 13. 

More comprehensive and clear provisions govern 
other service matters. For example, a company must 
acquire a certificate of public convenience not only in 
order to “obtain” any additional right, power, franchise 
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mission may require continuing property 
records of specified “‘property units,” and 
require them to be maintained “in such 
manner as to show currently the original 
cost of such property when first devoted to 
the public service, and the reserve accumu- 
lated to provide for the depreciation there- 
of.” If these requirements, which follow 
those adopted in New York in 1934,” are 
put into effective operation they should 
materially expedite rate proceedings. 

The new law goes much farther on the 
subject of depreciation. Every public 
utility is required to charge for annual de- 
preciation expense proper and reasonable 
sums “‘based upon the average estimated 
life of each of the several units or classes of 
depreciable property.” This apparently 
does not rule out the sinking-fund method 
for charging annual depreciation expense, 
but the straight-line hs. on seems to be the 
only practicable one which this provision 
leaves available. Furthermore, the Com- 
mission may require companies to file 
statements setting forth the details sup- 
porting their computation of annual depre- 
ciation expense, and if the latter seems un- 
reasonable the Commission may prescribe 
the reasonable and proper amount, giving 
consideration to past experience in ac- 
cumulating a reserve, to the retirements 
actually made, and to other relevant factors. 
However, the Commission is not bound in a 
rate proceeding by the annual depreciation 
expense charged pursuant to the foregoing 
provisions but may consider “such other 
factors as may be relevant.”’ Obviously, 
this depreciation section was considerably 
influenced by Wisconsin precedent." 

Apparently the experience of the Wash- 
ington and Oregon commissions with bud- 
getary control over utilities was also drawn 
upon by the Pennsylvania law.“ A new 
section empowers the Commission to re- 
quire any class of public utilities except 
common carriers to file proposed budgets 
covering estimated payments for officers’ 


or privilege (the previous provision), but also “‘to begin 
the exercise” of them and “‘to dissolve, or to abandon 
or surrender” them in whole or in part. Other sections 
include the usual requirements as to adequate facilities 
and service standards, common carriers, and grade 
crossing protection. 

12 New York, Laws 1934, c. 287. 

13 Wisconsin, Laws 1931, c. 183, § 3. 

144 Washington, Laws 1933, c. 165, § 10; Oregon, 
Laws 1933, c. 441, § 1. 
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salaries, donations, advertising, lobbying 
expenses, entertainment, political contri- 
butions, expenditures, and major contracts 
for the sale or purchase of facilities, and 

ayments to affiliated interests for service. 
Eanamaenie items may be rejected, in 
which case no further expenditures may be 
made for them and they may not be allowed 
as an operating expense or in the rate-base 
unless their propriety is later established. 
However, any budget or supplemental 
budget filed with the Commission shall not 
bar or stop it from determining the reason- 
ableness of expenditures in a rate or other 
proceeding. 


Securities and Obligations 


Substantial improvement in the regula- 
tory law on this subject was made by the 
Pennsylvania General Assembly in 1933," 
and the new law carries forward this im- 
provement. Before a utility may issue se- 
curities it must now obtain from the Com- 
mission a notice of registration of its appli- 
cation known as a “Securities Certificate” — 
a provision which replaces the 1933 require- 
ment that the Commission issue a certificate 
of public convenience. Whereas the old law 


— securities payable in periods ot 


less than 12 months (except for requiring a 
written statement of them to be filed), the 
new provision is more flexible by empower- 
ing the Commission by regulation or order 
to exempt “‘any class of securities.” 

A broader provision in the new law re- 
quires registration of a securities certificate 
before a utility shall “assume primary or 
contingent liability” not only for payment 
of principal and interest of any securities 
(the previous provision) but also for pay- 
ment of “any dividends upon any stocks.” 
Of course, this provision does not apply to 
consolidation or merger cases, which are 
governed by requirements of a certificate of 
public convenience. The latter type of 
certificate now is also required before a 
utility may acquire 5% or more of the vot- 
ing capital stock of any corporation. 

It is important to note that unlike the 
old law, which stated the various purposes 
for which securities could be issued, the 
new law leaves this matter to the discretion 
of the Commission by providing that the 
securities certificate shall be registered or 


* Laws 1933, No. 333, §§ 1, 4. 


rejected according as the issuance or assump- 
tion of securities “for the purpose therein 
proposed” is or is not necessary or proper 
‘for the present and probable future capital 
needs of the public utility.” The law fur- 
ther states that the Commission may con- 
sider the relation of each class of securities 
to the total, the nature of the company’s 
business, its credit, future prospects, “and 
other relevant matters.” | Under these 
general provisions the discretionary power 
of the Commission might be construed to 
prevent overcapitalization from a practice 
which has become quite troublesome— 
namely, the issuance of securities to reim- 
burse a utility company’s treasury for 
moneys collected out of income through de- 
preciation or amortization charges and spent 
for capital purposes. Although such depre- 
ciation and amortization funds are set aside 
out of income, they are designed to main- 
tain a company’s investment which has al- 
ready been subject to security issues, and 
they therefore should not properly serve as 
the basis for further security issues. Yet, 
many state laws, including the former 
Pennsylvania provision, have permitted 
securities to be issued, without qualification, 
for reimbursement of moneys expended 
from income for capital purposes. 


Relations with Affiliated Interests 


Control in this field was first granted the 
Pennsylvania Commission in 1933.6 The 
new law strengthens and enlarges the scope 
of that control. Whereas previously an 
“affliated interest” was either a company 
which owned or controlled a 10% interest 
in the voting capital stock of a Pennsylvania 
utility, or a 10% owned or controlled sub- 
sidiary company of such a holding company, 
under the new provisions such companies 
would be affiliated interests on the basis of 
a 5% stock ownership or control. Further- 
more, the definition was extended to include 
(1) companies in which a Pennsylvania 
utility directly or indirectly owns or con- 
trols 5% or more of the voting capital stock; 
(2) any person or company which either 
alone or in conjunction with others exercises 
a substantial influence over a Pennsylvania 
utility with the result that “there is an ab- 
sence of free and equal bargaining powers;” 
and (3) any director, officer, or employee of 
an affiliated interest, as above defined. 


16 Laws 1933, No. 333, § 5- 
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As before, service contracts of public 
utility companies with affiliated interests 
must be filed with the Commission, which is 
empowered to investigate them and pass 
upon their reasonableness. In all such in- 
vestigations the burden of proof is clearly 
upon the utility company, and if any 
amounts are found by the Commission to be 
unreasonable they are to be stricken from 
the operating expense or capital accounts 
and are not to be considered in any pro- 
ceeding. Any other transactions, including 
donations, involving affiliated interests must 
have the approval of the Commission, which 
now may require contracts to be in writing 
and may specify the condition that the 
affiliated interest supply cost data con- 
cerning them. According to another new 
provision in the act, Commission approval 
of contracts with affiliated interests does 
not bind the Commission to allow unreason- 
able payments in the process of fixing rates. 


Assessment of Regulatory Expenses upon 
Public Utilities 


The Commission’s funds are to continue 
to be controlled through regular legislative 
appropriations from the State’s general 
revenue, but hereafter the State is to be re- 
imbursed for them by assessments upon the 
utilities under jurisdiction of the Commis- 
sion. The only Commission expenses which 
are not to be paid by the utilities are those 
attributable to regulation of municipal cor- 
porations, and a part of the equipment and 
office space expenditures. 

The utilities are to pay the Commission’s 
expenses according to the combination 
method whereby special assessments are 
levied upon an individual company for the 
costs of making a special investigation or 
appraisal of, or rendering engineering or 
accounting service, to that company, and all 
expenses (except those mentioned above) 
not assessed in this manner are prorated and 
assessed upon a// companies under the Com- 
mission’s jurisdiction “upon such reason- 


These “group” provisions were apparently influ- 
enced by the recent 5-4 U.S. Supreme Court decision in 
Great Northern Railway Company v. Washington (17 
P.U.R.(NS) 475), decided February 1, 1937, wherein the 
majority ruled that the burden was upon the Wash- 
ington Department to show that sums exacted from the 
railroad group for their regulation and supervision 
“do not exceed what is reasonably needed for the 
service rendered.” 
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able basis, and in such equitable amounts, 
and at such times, and in such manner as 
the commission shall, by regulation or order, 
prescribe . ” A clause limits the 
amount charged to and paid by the com- 
pany during any one calendar year to not 
more than 1% of the company’s gross 
operating revenues during the next pre- 
ceding fiscal year. 

The act expressly states that the purpose 
is to require the several “groups’”” of com- 
panies subject to its provisions each to con- 
tribute by way of assessments sufficient 
funds to pay for the “reasonable cost of 
regulating the respective groups.” To this 
end the Commission must maintain records 
of the costs it incurs and of the manner in 
which the special and general assessments 
are computed, with such records to be open 
to inspection by all interested parties. 
The Commission’s computations are to be 
considered prima facie correct and, if chal- 
lenged, the Teton of proof is upon the com- 


pany.!8 
Other Provisions 


The section added to the statutes in 1933'° 
governing manufacture, sale, or lease of 
appliances by public utilities was retained 


in the new law. This makes unlawful any 
disruption of service for default in payment 
for appliances, or any application of de- 
posits or other moneys of a customer to the 
purchase price or rental of appliances. Also, 
the companies are required to maintain 
separate and accurate accounts for their 
appliance business. 

The act is rounded out by comprehensive 
articles on general provisions and powers of 
the Commission, penalties, and legal pro- 
cedure before the Commission and on ap- 
peal. It would seem appropriate to leave the 
latter subject for a Philadelphia lawyer to 


review. 
D. L. Marvetr 


Research Associate, 
Section of Rates and Research, 
Illinois Commerce Commission. 


18 In addition to the special and general assessments 
the law provides for a number of statutory fees for 
service rendered by the Commission (such as copying 
service and filing certain applications), and for testing 
appliances for public utilities. All assessment costs 
and fees are to be collected by the Commission and 
paid into the State’s general fund. 


19 Laws 1933, No. 333, § 6. 
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Urban Land 


Hegemann, Werner. City PLaNnninc- 
Housinc. Vol. I, Historical and Socio- 
logical, pp. xix, 257; Vol. II, Political 
Economy and Civic Art, pp. xxii, 172. 
New York: Architectural Book Publish- 
ing Co., 19306-1937. $3.75 each volume. 


These volumes, put together by faithful 
friends after the untimely death of the 
author, reflect a wide-ranging mind and a 
passionate spirit. They make us feel doubly 
the tragedy that cut off in his prime a plan- 
ning expert who had braved police prosecu- 
tion for his housing activities (for “incite- 
ment of class hatred’’), yet who as biographer 
and scholar had acquired a rich background 
in American and European political and 
social thought. 

As they stand, these volumes are a collec- 
tion of essays ranging from considerations 
of “‘political economy” to “civic art.” The 
utter inadequacy of the standards set by 
the New York Zoning Resolution of 1916 
have been exposed before; yet Dr. Hege- 
mann’s passionate denunciation (Chapter 
XIII) has the power to arouse new excite- 
ment. The National Planning Board 
(Final Report, p. 19) and others have sug- 
gested that planning has its roots in Ameri- 
can thought and action; Dr. Hegemann’s 
recital of the words and deeds of Washing- 
ton, Hamilton, and Jefferson has the fresh- 
ness which a foreigner’s point of view may 
bring, if he has a seeing eye and roving 
mind. (See Chapter VII, on Lincoln, Emer- 
son, and Marx as Homebuilders of the XIX 
Century.) I am personally grateful for his 
attack on the dogma that H. H. Richardson 
was our great indigenous architect whose 
promise was thwarted by the World’s Fair 
of ’93 (Chapter XXVI). I have enjoyed 
the brilliant paeans of Mumford, but I have 
never been able to understand their connec- 
tion with those buildings of Richardson that 
I have had the opportunity of seeing. 


Cuarves S. ASCHER 
Secretary, Committee on Public 


Administration, Social 
Science Research Council 


Land Resources 


Brunner, Edmund de S. and Lorge, Irving. 
Rurat Trenps 1n Depression YEARS. 
New York: Columbia University Press, 
1937. pp. xvi, 387. $3.25. 

This monograph is the most important 
study in existence concerning the effects of 
the depression upon rural life. It gives the 
results of the third survey, at six-year inter- 
vals, which the senior author has directed 
of 140 village-centered American agricultural 
communities.! These works are indispensable 
for every serious student of rural life. Ever 
since the announcement of the third survey, 
the present volume has been eagerly awaited. 
The report amply justifies expectations, and 
the authors are to be complimented for their 
speed in making available the results of the 
survey. 

An introduction states the two purposes 
of the report: (1) “‘. . . to present the results 
of a study of changes in rural social life in 
the United States between the years 1930 
and 1936...”; and (2) “... to trace the life 
story of 140 village-centered agricultural 
communities through another, or third, 
phase of their development and history .. .” 

The estimates of the field workers indicate 
a rapid growth of population in the villages 
during the depression, an increase brought 
about in the Middle Atlantic states by mi- 
gration from urban centers, in the South 
by the influx of displaced croppers and 
others from the open country in search of 
relief benefits, and in the Far West by move- 
ment of people from other geographic areas. 
Migration also increased the number of 
farmers in the trade areas of the villages, a 
relocation of population which added to the 
density of settlement on the “cheap, poor, 
vacated, or submarginal”’ lands. 

The treatment of village-country rela- 
tions is very brief. The chief conclusion 


1 American Villages (1926) by C. Luther Fry; Ameri- 
can Agricultural Villages (1927) by Edmund de S. 
Brunner, Gwendolyn S. Hughes, and Marjorie Patten; 
and Village Communities (1927) by Edmund de S. 
Brunner summarized the results of the original study 
made in 1924. A resurvey of the same villages, made 
six years later, was published as Rural Social Trends 
(1933) by Edmund de S. Brunner and John H. Kolb. 
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advanced is that “the village or town center 
has become the capital of rural America.” 
Thus, Dr. Brunner and his associates affirm 
that Dr. Galpin’s “rurban community” has 
been achieved. The evidence for this is not 
conclusive. Very little of the data presented 
is indicative of such a simplification in the 
general pattern of rural organization. Rather 
the data in this and other studies seem to 
reveal a trend toward greater differentia- 
tion, a more complex social system, a struc- 
tural pattern in which the individual farm 
family divides its loyalty and contacts among 
a variety of trade centers, including the cross- 
roads store, several hamlets, a village or 
two, a town, and even a metropolitan center. 

The difficult subject of social organiza- 
tions receives a thorough treatment. Many 
of the points developed in this chapter illus- 
trate the now timely point that land utiliza- 
tion represents an adjustment between 
human and natural resources, an adjustment 
which is largely dependent upon the nature 
of the social organizations available to direct 
the activities of the people. The increasing 
devotion of land resources to park areas, 
recreation grounds, facilities for hunting, 
fishing, etc., is one of the most gratifying 
trends reported in the volume. Few will 
regret that informal activities, resulting 
from this development, have replaced the 
stilted social organizations of an earlier day. 

A final chapter, “Some Implications,” is 
an attempt toward policy building. Opinions 
will differ, but the reviewer believes the pre- 
ceding chapters are of more importance for 
stimulating a program of action. 

It is to be hoped that these surveys will 
be repeated again and again, because they 


constitute the most important body of 


knowledge in existence relating to rural-life 
trends. Because they are so important, they 
should be continued with the greatest care 
possible. Probably there should be a revi- 
sion in the method of sampling. Retaining 
the same villages from one survey to another 
gives the data an appearance of compara- 
bility that is not justified. It results in com- 
paring villages of 1924 with larger villages 
and towns in 1930, and with still larger 
villages and towns in 1936. Furthermore, 
the regional distribution of the villages needs 
to be revised so that the data will be truly 
representative of the situation in the United 
States as a whole. 

Well written, factual, timely, and the 
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third in a series of important surveys, this 

volume should be widely circulated among 

rural-minded persons throughout the land. 
T. Lynn SmitTH 

Head, Department of Sociology, 

Louisiana State University 


Public Utilities 


Welch, Francis X. Cases on Pustic 
Uritity Recutation. Washington, D. C.: 
Public Utility Reports, Inc., 1936. pp. 


x11, 959. 
Intended, according to Mr. Welch’s 


“Preface to the Second Edition,” as “a 
comprehensive treatise for current instruc- 
tion, embracing not only the _ historical 
growth of the law but its present status,” 
this volume appears to be a real and neces- 
sary contribution to the study of the 
rapidly growing law of public utility regula- 
tion. 

The editor has adopted for the form of this 
case book a combination of selected opinions 
or excerpts from opinions, and voluminous 
notes and annotations. The volume itself 
is divided into eight parts of approximately 
equal length dealing with “The Public 
Utility Status”; “The Right to Serve as a 
Public Utility”; “Utility Obligations as to 
Service”; ““The Obligation of a Utility as to 
Rates”; “Valuation”; “Discrimination in 
Utility Rates’; “Regulation by Commis- 
sions’; and “Intercorporate Relations” in 
that order. Each part is subdivided into 
chapters appropriately titled. 

While it is undoubtedly true that the 
editor of any case book has a difficult task 
in arranging the material to be included 
and also that there is no fixed rule by which 
it can be determined whether a proper ar- 
rangement has been made, some criticism 
might be directed in the case of this text at 
placing the part entitled “Regulation by 
Commissions” with its discussion of the 
regulatory powers of the state and federal 
governments, the conflict of authority be- 
tween the two, and practice and procedure 
before the commission and on appeal at 
page 673 of the text, after sections which 
deal with the application of the regulatory 
power to specific situations. 

The notes and annotations in this case 
book will undoubtedly be of great value 
both to instructors and students, not only 
because of the large number of citations and 
references to articles in law reviews and 
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other periodicals and to annotations in 
reference works, but also because the editor 
has, in these notes, raised a large number 
of extremely important and highly valuable 
questions for discussion. 

It does appear, however, that despite the 
broad and comprehensive treatment of the 
law in the field, the case book, both in the 
opinions presented and in the notes, fails to 
raise or mention several extremely important 
questions. Although there are cases and 
discussions on the problem of competition 
among utilities and a discussion of regula- 
tion by means of the application of the 
doctrine of “regulated monopoly,” there is 
no reference to the extremely important 
group of related cases—namely, those in- 
volving competition between the public 
motor carrier and the railroad. It further 
appears that more emphasis should have 
been placed on the fact that the answer to a 
large number of questions of public utility 
regulatory law depends almost entirely 
upon statutory construction and that, al- 
though the state regulatory acts follow a 
broad general pattern, there is sufficient 
variance among them to make a careful 
study of any given state regulatory statute 
not only necessary but absolutely indis- 
pensable. In this connection it might be 
pointed out also that, although a section 
is devoted to “The Requirement of a Rea- 
sonable Rate,” no mention is made of the 
fact that practically every state public 
utility regulatory act requires that a utility 
render service at a reasonable rate and with- 
out unreasonable or arbitrary discrimina- 
tion. A related question not raised in this 
case book concerns the duty of a public 
utility having a complex and intricate rate 
schedule to place its customers on the most 
favorable rate or in the most favorable rate 
class, nor is there any mention of the cases 
holding that in the first instance a public 
utility has the right to fix rates and that 
commission control arises only after rates 
have been fixed initially by a public utility. 

Other questions which the case book 
fails to raise and which seem to be cur- 
rently important are the treatment of prop- 
erty leased from another public utility in 
determining the rate-base of a public utility 
and the treatment of the item of taxes in 
determining operating expenses in fixing 
the rates of public utilities, especially where 
(as in Illinois) ‘a large portion of the amount 
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of taxes claimed by the taxing authority 
is paid under protest by the utility company 
and suit begun to have that portion of the 
taxes set aside as invalid. 

In the section dealing with judicial re- 
view there is no mention of the question of 
the proper time for application for judicial 
review of commission action. This question 
is an extremely pertinent one since the pas- 
sage of the Johnson Act which is referred to 
in the case book. 

In the chapter entitled “Overheads— 
‘Going’ Value and Other Intangibles” no 
reference is made to Columbus Gas and 
Fuel Co. v. Public Utilities Commission, 
292 U. S. 398, Dayton Power & Light Co. 
v. Public Utilities Commission, 292 U. S. 
290 and, although a portion of the opinion 
in St. Foseph Stockyards Co. v. U. S., 298 
U. S. 38, is included in the section on 
“Practice and Procedure before Commis- 
sions” that portion of the opinion dealing 
with going value is not included. These 
omissions are striking inasmuch as the three 
cases last referred to constitute the latest 
pronouncements of the Supreme Court of 
the United States on the subject of “going” 
value. 

Moreover, the portion of the opinion in 
Bluefield Water Works &@ Improvement Co. 
v. Public Service Commission, 262 U. S. 679 
dealing with the question of the rate of re- 
turn is omitted, although a portion of the 
opinion is included in the section “The 
Basis of Utility Return.” 

The volume has a feature which should 
prove to be extremely helpful—i.e., a pocket 
flap for cumulative supplements intended to 
keep the case book up to date by inclusion of 
periodical supplements in.which the leading 
cases bearing upon the problems discussed 
in the case book proper and decided sub- 
sequent to its publication will be reported. 

Although, with the exception of the in- 
clusion of a number of commission decisions, 
the opinions and their arrangements are 
fairly orthodox, the innumerable notes and 
annotations to this volume make it a val- 
uable case book, both from the point of 
view of instructor and student, and a de- 
sirable addition to the library of any prac- 
titioner in the field of public utility regula- 


tory law. 
W. Rosertr Mine, Jr. 
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